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By choosing the best software available, we went from 1,000 returns in 2001 to 5,000 returns this past season. 
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From the authors of PPC’s acclaimed Tax Deskbook series comes the most efficient 
way to use PPC’s industry-leading practice aids! 


Save even more valuable time by using PPC’s practice-proven engagement let- 
ters, checklists, worksheets, elections and return attachments, tax organizers and 
other resources in convenient Microsoft Word and Excel templates. 


* No need to retype practice aids into MS Word. 
* — Easily edit and customize checklists and organizers for each client’s situation. 
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* Electronic format facilitates less-paper workflows making it easy to 
access client data. 
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* — Easily link to PPC’s tax Deskbooks for additional targeted expert guidance. 

* — Ensure consistency across all returns. 

* MSWord and Excel platform eliminates learning curve and staff training costs. 
Get all the editable practice aids in the Quick Reference Binder of the related 


PPC Deskbook (~100 per title) for around $1 per template! Use them all or pick 
and choose. It’s your choice! 
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Weathering the“*OtherThan- 
Temporary” Impairment Storm 

by Thomas G. Rees and Kenneth F. Fick 

Given the highly unusual market condi- 
tions in recent months and recent guid- 
ance issued by FASB, companies are 
struggling to understand and properly 
apply accounting guidance to their in- 
vestment securities. Two experts provide 
tips for improving such evaluations under 
new FASB Staff Position, EITF 99-20-1, 
Amendments to the Impairment Guidance of 
EITF Issue No. 99-20, published Jan. 12. 
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A Path to 
the Future 


EDUCATION 
A Profession’s Response to a Looming Shortage: 
Closing the Gap in the Supply of 


Accounting Faculty 
by Michael Ruff, Jay C. Thibodeau and Jean C. Bedard 
For years, educators have warned of a future shortage of qualified accounting profes- 
sors. Now academia and the accounting profession are taking steps together to ensure 
high-quality instruction for future generations of CPAs. 
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2 PRACTICE MANAGEMENT : 
CPA Firms (Part 1 of 2) 
4 A 2009 Tuneup for Your Firm's by Joel Sinkin and Terrence Putney 
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Debt Crusader 

As U.S. comptroller general, David 
Walker used the bully pulpit to fuel a 
campaign highlighting the country’s bal- 
looning federal debt levels and unfunded 
promises. Now president and CEO of the 
Peter G. Peterson Foundation, he’s 
stumping on issues including the deficit, 
savings levels, entitlement benefits, health 
care costs and the nation’s tax system. 

> For all CPAs 
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Best of Both Worlds? Timing Is Key 
in Disposing of Business Property 

by Ellen D. Cook, Dan R. Ward and 

Suzanne Pinac Ward 

IRC § 1231 is often thought of as the 
best of both worlds: Upon sale or other 
disposition of business property, it allows 
long-term capital gain treatment of net 
gains but ordinary treatment of a net loss. 
But its interaction with other provisions 
governing capital gains and losses means 
there’s no one-size-fits-all approach. 
Savvy tax planning requires careful tim- 
ing of property sales and recognition of 
gains and losses. 

> For CPAs who advise businesses > 





72 | TAX / NONPROFITS 

The Redesigned Form 990: 
Advising Nonprofit Organizations 
by Bonnie M. Wyllie 

Nonprofit organizations’ board members 
and managers are filing their first returns 
under the much more extensive reporting 
requirements of the revised IRS Form 
990. If the proper groundwork has been 
laid, they'll find the task much easier. 

> For CPAs serving nonprofit organizations 
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@ A Profession’s Response to a Looming Shortage: Closing the Gap in the Supply of Accounting Faculty page 36 


Michael Ruff, CPA, is a doctoral student in accounting at Bentley University in Waltham, Mass., and a 
visiting instructor of accounting at Clark University Graduate School of Management in Worcester, Mass. 

He has 20-plus years of professional accounting and financial management experience and previously taught 
accounting as an adjunct instructor at Bentley and Boston University. 


Jay C. Thibodeau, CPA, Ph.D.,.is a professor of accountancy at Bentley University in Waltham, Mass. He 
teaches auditing and is the coordinator for all audit and assurance curriculum matters at Bentley. His 
research interests include audit judgment and decision making and issues related to auditor and audit 
committee education. He is on the executive committee for the American Accounting Association’s Auditing 
Section. 


Jean C. Bedard, CPA, Ph.D., is Timothy B. Harbert Professor of Accountancy at Bentley University in 
Waltham, Mass. She teaches financial reporting and auditing, and her research interests include audit risk 
assessment, audit planning and the effects of computerized decision aids on the audit process. She was 
president of the Auditing Section of the American Accounting Association (AAA) for 2003-2004 and is the 
incoming vice president—publications for the AAA. 


A 2009 Tuneup for Your Firm’s Succession Planning page 42 


Dominic Cingoranelli, CPA, CMC, is executive vice president of consulting services at the Succession 
Institute LLC, of which he is a co-founder. He co-authored the material for the AICPA PCPS Succession 
Planning Resource Center. 


@ Weathering the “Other-Than-Temporary” Impairment Storm page 48 


Thomas G. Rees, CPA, CFA, CFE, is a managing director in the SEC Advisory Services group within FTI 
Consulting Inc.’ forensic and litigation consulting practice, based in King of Prussia, Pa. He has extensive 
experience researching and interpreting U.S. GAAP and specific expertise in capital markets and financial 
instruments. Previously, he was the deputy chief accountant at the Office of the Comptroller of the Currency 
and a vice president at MBNA America. 


Kenneth F. Fick, CPA/ABY, is a director in FTI Consulting Inc.’s forensic and litigation practice, based in 
Washington, D.C. He specializes in complex security analysis and valuation related to litigation and 
corporate restructuring. His work has also included forensic investigation and analysis, corporate 
governance compliance, SEC investigations and multiple technical accounting support and review roles. 


@ Mergers & Acquisitions of CPA Firms page 58 


Joel Sinkin is a principal of Accounting Transition Advisors LLC. He has been involved with and consulted 
on more than 700 transaction closings of accounting firms nationwide since 1990. He teaches and advises 
accounting professionals about mergers and acquisitions through CPE, professional writing, workshops, 
webcasts and coaching programs on behalf of the AICPA, national associations and state societies. He has 
worked with thousands of firms including startups, sole proprietors, and local, regional and national firms. 


Terrence Putney, CPA, is a principal of Accounting Transition Advisors LLC. He has 30 years of experience 
in the CPA profession, including six years as managing director of mergers and acquisitions for RSM 
McGladrey. He has structured and negotiated many acquisition transactions of firms ranging in size from 
sole proprietors to firms with hundreds of professionals and multistate operations. Before joining RSM 
McGladrey, he was the managing partner of Donnelly Meiners Jordan Kline, a 60-associate CPA firm in 
Kansas City, Mo. 
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lm Best of Both Worlds? Timing Is Key in Disposing of Business Property page 64 


Ellen D. Cook, CPA, is the Fanny Edith Winn/BORSF Professor of Accounting and the Mr. and Mrs. Tom 
Galloway/BORSF Professor of Business Administration in the B.I. Moody III College of Business 
Administration at the University of Louisiana at Lafayette. She is also the university’ interim assistant vice 
president for academic affairs. She is currently chairman of the AICPA Individual Income Tax Technical 
Resource Panel. 


Dan R. Ward, DBA, is the J.P Morgan Chase III/BORSF Professor of Business Administration in the 
Department of Accounting in the B.I. Moody III College of Business Administration at the University of 
Louisiana at Lafayette. He has taught undergraduate advanced tax and financial accounting and 
undergraduate and graduate managerial accounting at the university for almost 28 years. 


Suzanne Pinac Ward, Ph.D., is the BORSF Regents Professor of Business Administration in the Department 
of Accounting in the B.I. Moody III College of Business Administration at the University of Louisiana at 
Lafayette. She has taught undergraduate and graduate financial accounting at the university for almost 30 
years. 


@ The Redesigned Form 990: Advising Nonprofit Organizations page 72 


Bonnie M. Wyllie, Esq., LL.M., is vice president of tax consulting services at New Orleans-based LaPorte 
Sehrt Romig Hand CPAs. She is a leader in the firm’s Nonprofit Niche Group, where she works with 
nonprofit clients on issues including reasonable compensation, political activities, lobbying, unrelated 
business income and other issues. She received a law degree at Loyola University and a master’s of law in 
taxation at Georgetown University Law Center. She is a member of the Louisiana Bar Association, the 
National Committee on Planned Giving and the Association of Fund Raising Professionals. 
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HIGHLIGHIS 


@ Acongressionally mandated SEC 
study found that mark-to-market 
accounting did not appear “to play a 
meaningful role in bank failures 
occurring during 2008.” Rather, the 
report says the bank failures “appeared to be 
the result of growing probable credit losses, 
concerns about asset quality, and in certain 
cases, eroding lender and investor confi- 
dence.” 

The study made several recommenda- 
tions to improve the application of mark-to- 
market (or fair value) accounting standards. 
The suggested changes included, among 
others, reconsidering accounting for impair- 
ments of financial instruments and develop- 
ing more guidance for determining the fair 
value of investments in inactive markets. The 
report is available at www.sec.gov/news/ 
studies/2008/marktomarket123008.pdf. 


@ FASB issued one final staff posi- 
tion and a proposed FSP intended to 
address concerns stemming from the 
financial crisis about accounting for 
financial instruments. 

FASB Staff Position (FSP) EITF 99-20-1, 
Amendments to the Impairment Guidance of 
EITF Issue No. 99-20, amends the impair- 
ment guidance in EITF Issue No. 99-20, 
Recognition of Interest Income and Impairment 
on Purchased Beneficial Interests and Beneficial 
Interests That Continue to Be Held by a Trans- 
feror in Securitized Financial Assets. It is 
intended to achieve more consistent deter- 
minations of whether other-than-temporary 
impairments of available-for-sale or held-to- 
maturity debt securities have occurred. The 
FSP is available at www.fasb.org/pdf/ 
fsp_eitf99-20-1.pdf. 

Proposed FSP FAS 107-a, Disclosures 
about Certain Financial Assets: An Amendment 
of FASB Statement No. 107, would amend the 
disclosure requirements in FASB Statement 
no. 107, Disclosures about Fair Value of Finan- 
cial Instruments, to increase the comparabil- 
ity of certain financial instruments that are 
economically similar but have different 


measurement attributes. The proposal is 
available at www.fasb.org/fasb_staff_ 
positions/prop_fsp_fas107-a.pdf. 

The FSPs represent two of four short- 
term projects announced by FASB Chairman 
Robert Herz on Dec. 15 that are intended to 
improve and simplify current practices for 
accounting for financial instruments. As of 
mid-January, FASB was working on the 
remaining projects—Clarification of the 
Embedded Credit Derivative Scope Exception in 
Paragraph 14B of Statement 133.and Recover- 
ies of Other-Than-Temporary Impairments 
(Reversals). 

In addition to these short-term efforts, 
Herz announced that following input 
received during the recent round-table dis- 
cussions on the global financial crisis held 
with the IASB, and other input and discus- 
sions with constituents, FASB added to its 
technical agenda a comprehensive joint proj- 
ect with the IASB to address complexity in 
existing standards of accounting and report- 
ing for financial instruments. 

“Regaining investor confidence during 
this global credit crisis requires both imme- 
diate action and a plan for long-term 
improvement in the accounting for financial 
instruments,” Herz said in a press release. 
“By issuing these proposed FSPs, the FASB 
is taking immediate steps to reduce com- 
plexity and make the accounting for these 


_instruments easier to understand.” 


@ FASB deferred the effective date of 
FIN 48, Accounting for Uncertainty in 
Income Taxes, for certain nonpublic 
entities, including private nonprofit organ- 
izations, until annual financial statements for 
fiscal years beginning after Dec. 15, 2008. 
The deferred effective date gives FASB 
additional time to develop guidance on 
the application of FIN 48 by pass-through 
entities and nonprofits. The deferral also 
gives the board time to amend FIN 48 
disclosure requirements for nonpublic 
enterprises. The FSP is available at 
www.fasb.org/pdf/fsp_fin48-3.pdf. 


™@ The SEC approved revisions to 
modernize its oil and gas company 
reporting requirements to help investors 
evaluate the value of their investments in 
these companies. 

The new disclosure requirements include 
provisions that permit the use of new tech- 
nologies to determine proved reserves if 
those technologies have been demonstrated 
empirically to lead to reliable conclusions 
about reserves volumes. The requirements 
also will allow companies to disclose their 
probable and possible reserves to investors. 

The disclosure requirements also 
require companies to report the independ- 
ence and qualifications of a reserves pre- 
parer or auditor; file reports when a third 
party is relied upon to prepare reserves esti- 
mates or conducts a reserves audit; and 
report oil and gas reserves using an average 
price based upon the prior 12-month peri- 
od rather than year-end prices. The use of 
the average price will maximize the compa- 
rability of reserves estimates among compa- 
nies and mitigate the distortion of the esti- 
mates that arises when using a single pricing 
date. The new rules will be effective Jan. 1, 
2010. For more information, visit 
www.sec.gov/rules/final/2008/33-8995.pdf. 


@ For the 12th consecutive year, the 
Government Accountability Office 
(GAO) said it could not express an 
opinion on the consolidated financial 
statement of the U.S. government— 
other than the Statement of Social Insur- 
ance—because of numerous material 
internal control weaknesses and other 
limitations. 

Acting Comptroller General Gene 
Dodaro, the head of the GAO, said ina press 
release that the agency’ ability to render an 
opinion on the accrual-basis consolidated 
financial statement was hampered by three 
major issues that include “serious financial 
management problems at the Department of 


Defense, the federal government’ inability to ° 


adequately account for and reconcile 
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intragovernmental activity and_ balances 
between federal agencies, and the federal 
governments ineffective process for prepar- 
ing the consolidated financial statements.” 

Dodaro also noted material weaknesses 
related to improper payments, information 
security and tax collection activities. He also 
noted that at least three major agencies 
(Defense, Homeland Security and NASA) 
failed to receive clean opinions. 

The GAOS full report on the fiscal year 
2008 financial statement is available at 


www.gao.gov/financial/fy2008financial | 


report.html. 


M@ The FDIC’s Deposit Insurance 
Fund (DIF) balance dropped by 
$10.63 billion or 23.5% to $34.59 bil- 
lion in the third quarter of 2008, accord- 
ing to the Chief Financial Officers (CFO) 
Report to the Board. The decline was mostly 
attributed to an $11.93 billion increase in 
provisions for insurance losses for anticipat- 
ed failures at insured institutions, partially 
offset by an $881 million increase in assess- 
ment revenue. 

The FDIC was named receiver of nine 
failed institutions in the third quarter: Indy- 
Mac Bank of Pasadena, Calif.; First National 
Bank of Reno, Nev.; First Heritage Bank of 
Newport Beach, Calif.; First Priority Bank of 
Bradenton, Fla.; The Columbian Bank and 
Trust Co. of Topeka, Kan.; Integrity Bank of 
Alpharetta, Ga.; Silver State Bank of Hen- 
derson, Nev.; Ameribank Inc. of Northfork, 
W.Va.; and Washington Mutual Bank 
(WaMu) of Henderson, Nev. These banks 
had assets of $337 billion with estimated 
losses totaling $11 billion. 

WaMu, with $299 billion in assets and 
$188 billion in deposits, was the largest 
failed institution in FDIC history. IndyMac, 
with $28 billion in assets and $19 billion in 
deposits, was the fourth-largest failure in 
FDIC history. 

With the DIF reserve ratio at 1.01% at the 
start of the third quarter, the FDIC is 
required by the Federal Deposit Insurance 
Reform Act of 2005 to establish a restoration 
plan to raise the ratio to 1.15% no later than 
five years after establishing the plan. The 
plan to restore the ratio includes a combina- 
tion of uniform higher assessment rates and 


other risk-based adjustments that place a 
greater burden of increased assessments on 
riskier institutions. 

The complete CFO Report to the Board is 
available at www.fdic.gov. 


@ Banks and thrifts continued to pur- 
sue loan modifications to keep bor- 
rowers in their homes, but re-defaults 
on modified loans continued at high 
rates, according to the OCC and OTS Mort- 
gage Metrics Report for the third quarter of 
2008.The report is issued jointly by the 
Office of Thrift Supervision and the Office of 
the Comptroller of the Currency. 

New loan modifications increased 16% 
to more than 133,000 in the quarter. Work- 
ing against this effort was the high rate of re- 
defaults, measured for the first time in this 
report. Of loans modified in the first quarter, 
37% were 30 or more days delinquent after 
three months, and 55% were 30 or more 
days delinquent after six months; 19% of 
loans modified in the first quarter were 60 or 
more days delinquent after three months, 
and 37% were 60 or more days delinquent 
after six months. 

“This trend of increasing delinquen- 
cies underscores the need to understand 
why these modifications have not been 
more sustainable,” Comptroller of the 
Currency John C. Dugan said in a press 
release. 

The report provides loan-by-loan data in 
a standardized format for 35 million first-lien 
mortgages, worth more than $6.1 trillion, 
held or serviced by national banks and thrifts. 


The full report is available at www.ots. 


treas.gov and www.occ.treas.gov. 


@ GASB issued Concepts Statement 
no. 5, Service Efforts and Accom- 
plishments Reporting (an amend- 
ment of GASB Concepts Statement 
no. 2). The statement’ updates reflect devel- 
opments and changes in terminology that 
have occurred since Concepts Statement no. 
2 was issued in 1994. 

The proposed changes are based on 
research by GASB and others and the results 
of GASBs monitoring of state and local gov- 
ernments that have been using and report- 
ing service efforts and accomplishments 


(SEA) performance information. One of the 
proposal’ objectives is to provide a frame- 
work for GASB to consider proposed sug- 
gested guidelines for voluntary reporting of — 
SEA performance information by state and 
local governments. The revisions clarify that 
it is beyond the scope of GASB to establish 
the goals and objectives of state and local 
governments, to develop specific nonfinan- 
cial measures or indicators of service per- 
formance, or to set benchmarks for service 
performance. . 

For complete details of the release, go to 
www.gasb.org. 


M@ The Financial Services Agency of 
Japan (JFSA) updated its Frequently 
Asked Questions Regarding the 
Notification Requirements for For- 
eign Audit Firms in December to clarify 
amendments made to Japan’ Certified Pub- 
lic Accountants Act. Those changes require 
foreign audit firms of entities listed on Japan- 
ese capital markets to notify the JFSA. The 
amended CPA Act, together with relevant 
regulations, went into effect April 1, 2008. 
An English translation of relevant legal 
provisions together with the analysis of 
public comments submitted is available at 
http://Atinyurl.com/78c6fo. 
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EXTRA CREDIT 

Thanks for the great article “Forecasting Post- 
Combination Earnings” (Dec. 08, page 48). 
Ishared this article with my students from my 
Consolidation Accounting 
class at Everest University 
and my Colorado Tech Uni- § 
versity Online MBA class. 
They especially appreciated 
your detailed Exhibit 2, re- 
porting the forecasted bal- 
ance sheet of the acquired 
company, the net increase in 
assets acquired and net de- 
crease in post-combination 
pretax earnings over the 10- 
year period. The details in 
this exhibit and related 
notes allowed for further dis- 
cussion on these items. Students were keen 
on reconciling and comparing your schedule 
format to those used in our textbook for both 
pre- and post-Statement no. 141(R). The ad- 
ditional JofA article resource listing was also 
very helpful. Il encourage other faculty mem- 

bers to adapt this article in the classroom. 
Richard White, CPA, MSA, CMA, 
CIA, CFP, CFM 
Orlando, Fla. 


A MEASURE OF SUCCESS 

While we wish our colleagues at Bailey & 
Co., Snyder & Co., Harrex Group and 
Kennedy and Coe LLC every success, the ar- 
ticle “The Firm of the Future” (Nov. 08, page 
68) made it difficult to determine the firms’ 
outcomes which, ultimately, will determine 
their success or failure—profitability. 

The only measurements presented were 
those the article itself described as inappro- 
priate—revenue—by pointing out that Bai- 
ley produced $2.8 million in revenue with 
14 FTEs, that Snyder produced $1.3 million 
in revenue with 13.5 FTEs, and that Har- 
rex produced $2.2 million in revenue with 
21 FTEs. No similar metric was presented 
for Kennedy and Coe. Quick and dirty cal- 
culations give us at least some relative results 





to consider. One would expect Bailey, with 
$200,000 in revenue per FTE, to be far more 
profitable than Harrex at $104,762 per FTE 
or Snyder at $96,296 per FTE. But beyond 
that, the reader is left want- 
ing for stronger financial 
analysis. 

For several years our firm 
(preceding our combination 
with another firm) carefully 
set “fixed” prices based on 
several factors, among them 
client hand-holding expec- 
tations, transaction volume 
and complexity, and intel- 
lectual capital requirements. 
Clients continually expected 
more for less, making scope 
creep (despite “change or- 
ders”) a consistent obstacle to the development 
of client-firm value congruence. This led to the 
continuation of unprofitable, sometimes un- 
necessarily risky, client relationships, and often 
for the wrong reasons. We were, thankfully, 
profitable but not nearly at levels we could 
have achieved using more traditional (and, ad- 
mittedly, more carefully tracked) value and 
productivity measurements. 

Change is good, and looking at things 
differently is a useful exercise. Strong, eth- 
ical cultures building intellectual capital and 
collaboration will indeed shape the suc- 
cessful firm of the future. Healthy, proactive 
relationships with clients will clearly build 
the platform from which high-quality serv- 
ices are provided. Unfortunately, the article 
failed to make the case for profitability. 

Lawrence W. Schwartz, 
CPA, MBA, CVA 
Fairfax, Va. 


Author's reply: The article does mention that 
the profitability of Bailey & Co. has increased 
by 500% in three years, and Snyder & Co.’ 
profits have increased as well (though this fact 
was edited out of the final article). Harrex 
Group is barely over one year old, making com- 
parisons impossible, while Kennedy and Coe has 


yet to get rid of timesheets but would be the first 
to point out that profitability on fixed-price 
agreements, overall, has increased. 

Obviously, none of these firms would sustain 
this change if it were not more profitable. But that 
is not to say profitability would rise automati- 
cally for a firm in transition, as they are usual- 
ly undergoing other changes as well—such as fir- 
ing low-value clients, adding capacity for 
higher-level services, investing in education, etc. 

Your firm’s negative experience with fixed 
pricing is not without precedent. It is usually 
caused by a lack of pricing skills, project man- 
agement and accountability. Not everyone ina 
firm is equally good at pricing. For this reason 
and others, the firms in the article have estab- 
lished pricing councils, letting their most com- 
petent people do the pricing, much like a ma- 
jority of Fortune 500 companies. Pricing has 
become a separate and distinct function in firms 
of the future, requiring lifelong education and 
commitment to this unique skill. 

I know firms that value price that are among 
the most profitable in the world. But that is not 
the only measure of a good firm. They also have 
no problem attracting talent, with some having a 
waiting list of eager recruits (how many firms can 
say that today?) along with a better quality of life. 

Change, indeed, is good, and the profession 
is in the midst of a tectonic shift, thanks to the 
courage, entrepreneurialism and risk taking of 
the trailblazers profiled in the article—and 
many other firms around the world—that have 
adopted this new model. 

Based on nearly 20 years of experience 
working with value pricing, I conjecture that 
given the choice between two equally profitable 
firms, one that uses timesheets and one that does 
not, the average CPA will choose to work for the 
firm that does not use timesheets. Especially 
younger generation accountants. 

Ronald J. Baker 
Petaluma, Calif. 


ONE-SIZE SECURITY 

DOESN'T FIT ALL 

“Protect Your Wireless Network—And 
Your Business” (Nov. 08, page 88) suggested 
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a number of steps to protect wireless net- 
works from outside monitoring and other 
unauthorized access. As an international 
consultant and a contributing editor for 
Wiley Computer Security Handbook, 5th 
Edition, I differ with some of the recom- 
mended measures. 

Several measures give the illusion of in- 
creasing security while not actually sub- 
stantially increasing it. One such measure 
is Step 4, “Hide Your Router Name.” Even 
the relatively Draconian PCI Data Security 
Standard (Version 1.2, Requirement 2.1.1 
as of October 2008) no longer requires this 
step for compliance. As the article correct- 
ly notes, even with the beacon signal dis- 
abled, the router name (the “SSID” or “Ser- 
vice Set Identifier”) is easily obtained. The 
article correctly states that MAC address 
cloning is straightforward, and thus limit- 
ing access by MAC address is only an ob- 
stacle to a casual interloper. 

Using preshared keys is not a problem 
when network use is limited to a small 
community. If the community is larger, or 
if visitors need to access the wireless net- 
work, a different approach is needed. 

In “Safe Computing in the Age of Ubiqui- 
tous Connectivity” (www.rlgsc.com/ieee/ 
longisland/2007/ubiquitous.html) at the 
2007 Long Island Systems Applications and 
Technology conference in Farmingdale, N.Y., 
I elaborated on an approach that I had pre- 
sented since 2004 at IEEE Computer Socie- 
ty Chapters throughout North America. This 
approach uses an unprotected wireless net- 
work asa “digital dial tone” with the actual ac- 


cess to both the intranet and Internet allowed . 


or disallowed by a gateway. Security in such 
an environment is enforced by the gateway, 
not the wireless access points. These concepts 
are the core of “Compartmented Networks,” 
presented at the 1 1th Annual New York State 
Cyber Security Conference in June 2008 
(www.rlgsc.com/nyscybersecurity/2008/ 
compartmented.html). 

Virtual private network (VPN) tech- 
nology is used to provide privacy in such 
a network. Relying on a VPN for encryp- 
tion allows for more security than WiFi- 
only schemes such as WPA/WPA2. High- 
er-security users may use the maximum 
encryption and authentication provided by 


the VPN, which may be more than is avail- 
able through WPA/WPA2. 

Security is admittedly a complex area, 
but merging local access with the securi- 
ty precautions already in place or required 
for remote access would greatly simplify 
administration and audit. 

Robert Gezelter 
Flushing, N.Y. 


Author's Reply: Thank you for your feedback. 
My article on tips to secure a wireless network 
was specifically written for small to medium 
CPA firms (see the arrow and footnote stating 
my target audience in the Table of Contents on 
page 4 immediately under the description of my 
article). My article was also written with spe- 
cific attention to router settings since every wire- 
less network requires a wireless router. 

I give tips designed to make a wireless router 
secure. The tips are for a CPA who has limited 
networking knowledge and are not intended to 
be applied at a large (enterprise-level) firm. 
They are also not intended to replace current 
network policies a company may have (such as 
using a VPN over a wireless network) —see my 
disclaimer at the end of the article. 

I disagree that my tips give an “illusion” of 
security. These nine tips do increase security, and 
are common in industry for small and medium 
firms and for home use. One tip (hiding an SSID) 
that you claim creates an illusion of security is 
suggested in a document at the Department of 
Homeland Security (see “Make Your Wireless 
Network Invisible,” www.us-cert. gov/reading 
_room/Wireless-Security.pdf). Dozens of 
security articles, textbooks and study guides 
give the same advice. 

The tips are not foolproof or all-encom- 
passing for wireless security, something I clear- 
ly explained in the article. They are practical 
starting points at the router level. Of course, ad- 
vanced software and hardware can be imple- 
mented at additional costs to make a network 
more secure as you suggest in your letter, but it 
is wise to deter hackers (both at the expert and 
novice levels) with all security safeguards avail- 
able in a router rather than to do nothing at all. 

James E Leon, CPA, CISSP. Ed.D. 
DeKalb, Ill. 


TIME FOR A “LITTLE GAAP” 
Thank you for the article “Shaking Up 


Financial Statement Presentation” (Nov. 
08, page 56). As a practitioner who regu- 
larly serves small business owners, I can 
only assume that those individuals in- 
volved with the FASB and IASB (Interna- 
tional Accounting Standards Board) fi- 
nancial statement project have never 
worked with small businesses. 

The balance sheet is particularly cum- 
bersome. Assets and liabilities are present- 
ed throughout the statement. This haphaz- 
ard presentation does not serve the needs of 
small business. The title “Balance Sheet” is 
a misnomer since the statement does not 
disclose the total assets and liabilities. These 
totals would be found in the notes to the fi- 
nancial statements. 

Currently, most cash flow statements are 
prepared using the indirect method. The 
mandated changes to the direct method ig- 
nore the users of the statements and their 
level of financial expertise. I can only imag- 
ine the skepticism from small business when 
advertising costs are shown as $43,000 on 
the statement of income and $38,000 on the 
statement of cash flow. I understand the rec- 
onciliation statement is the tool to explain 
the discrepancies. However, I believe that an 
additional statement to explain two other 
statements demonstrates the unnecessary 
complexity of this proposal. 

In summary, | believe the project only 
complicates the statements and does not 
consider end users such as small business- 
es. What is the solution if this proposal 
becomes final? I believe the time has come 
for “Little GAAP” 


Greg Malkowsky, CPA 
Oshkosh, Wis. 
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News, People, Trends | and Other Noteworthy Items 


CONSUMER HABITS 
Plastic Looking a Little Less Fantastic 


mericans may be learning, albeit slowly, to live without their 
credit cards. 

In a recent survey by Bankrate Inc., 40% of consumers said they 
would not be upset if their credit lines disappeared. Of the respon- 
dents who had credit cards, nearly one-third (32%) said they 
probably would buy less on credit in 2009 than in 2008. A much 
smaller group (5%) said they would be devastated with the 
loss of access to their credit cards. 


Source: Bankrate Inc., www.bankrate.com/financialliteracy. 


ISINESG TIDC 


Ma ke the Most of Meetings 


or many employees and managers alike, 

meetings can have all the appeal of a 
trip to the dentist. Here are some tips to 
help make them a little less painful and a lot 
more productive: 

m Set an agenda. Let employees know 
what to expect. Hold regular team 
meetings at the same time with a 
familiar agenda. 


& Make them goal-oriented. Holding 
meetings at the beginning of the day 
or week allows managers to examine 
immediate challenges and determine 
the best way to meet them. 


m= Keep them useful, involved and 
moving. Allow everyone on the team 
to have input while leading the discus- 
sion to prevent long-winded digres- 
sions. 


@ Ask for advice. Get feedback from 
the team when making decisions. 


Remember the vision. Remind the 
team of the vision you have for the 
organization and incorporate it into 
your weekly goals. 

Source: CareerBuilder.com, http://tinyurl.com/9gp644, 
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- work forces this year, accord / 
ingtoa survey by CPA2Biz, a 
_ subsidiary of the AICPA. — 
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Corer reecovcceseerevece 
The percentage that will be 
reducing headcount. 
@eeo2020000200000000008088000808 


Source: CPA2Biz, www.cpa2biz.com. 


BUSINESS TRENDS 
Travel Plans Critical 
to Success 


majority of business travelers (55%) said 

they plan to travel as much or more this 
year than they did in 2008, according to a 
survey of 612 Business Traveler magazine sub- 
scribers, conducted by Orbitz for Business. 

When asked how important maintaining 
travel frequency is to overall productivity and 
business success, 76% said it is important, 
with 16% calling it “critical.” 

Nevertheless, some companies have imple- 
mented new policies to cover new fee struc- 
tures rolled out by airlines and other travel 
providers. For example, some airlines now 
charge more for an aisle or window seat. The 
survey found that 34% of respondents’ 
employers will not allow such an upgrade as a 
business expense, 24% will allow it, and 42% 
were unsure. 

Meanwhile, 31% of respondents said they 
will be required to squeeze in more work and 
more meetings per business trip this year than 
in 2008. 


Source: Orbitz for Business, www.orbitzforbusiness.com. 
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TONE AT THE TOP 
Shifting Priorities for CEOs 


he weakening global economy grabbed a bigger slice 
of CEO attention as 2008 drew to a close, pushing 
HR issues further down the agenda. 
According to a global survey of chief executives by 
| The Conference Board, when asked to rate their greatest 
concerns from among 94 challenges, the sample of CEOs 
_ chose excellence of execution as their top challenge for the 
second year in a row. 
But 46.7% of survey participants—up from roughly 
half that (24.5%) in a summer survey of the same CEOs— 
_ were most concerned about speed, flexibility and the ability to 
| adapt to change. Global economic performance (44.6%) and 
financial risk—including liquidity, volatility and credit risk 
 (43.8%)—were the fourth and fifth most pressing concerns but 
were not in the top 10 concerns in the summer survey. _ 
There were no people-management issues in the top 10 in _ 
_ the year-end survey, and, among the top 10, only efficiency and _ 
health care costs gained in importance from the summer survey. — 


- Source: CEO Challenge 2008: Top 10 Challenges—Financial Crisis Edition, The Conference Board, 
_ www.conference-board.org. 


BUSINESS TRENDS 


Leisurely Approach to IFRS 
Conversion IllAdvised 


though mandatory IFRS adop- 

tion is not proposed to take 
effect until 2014 for large 
public companies and 2016 
for all public companies, a 
Deloitte white paper sug- 
gests that companies in 
the tourism, hospitality and 
leisure (THL) industry 
should start planning their 
conversion to international 
standards now to avoid major 
distractions from their primary 
business activities. 

The report, /FRS in Tourism, Hospitality and Leisure: More 

Than Just Accounting, notes that THL companies often have 
operations and assets in several countries and face a variety of 


rules and regulations, tax jurisdictions, and finance and account- 


ing Concerns. 


Some critical issues the conversion will raise for THL compa- 


nies include accounting for property, plant and equipment; 
impairment of long-lived assets and indefinite-lived assets; cus- 
tomer loyalty programs; leases; and membership fees. 


Source: Deloitte, www.deloitte.com. 
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DATA POINT 


$10 Billion 
Amount of profit that informa- 
tion technology manufacturers — 
lose to the gray market annual- | 
ly. While not illegal, gray mar- 
ket goods are traded through 
distribution channels that are 
unofficial and unintended by 
manufacturers. The projected 
gray market for IT products 
increased to $58 billion in 
2008 from KPMG’s 2002 
projection of $40 billion, plac- 
ing the size of the gray market 
around 8% of total global 
IT sales. 


Source: KPMG/Alliance for Gray Market and Counterfeit 
Abatement survey, www.us.kpmg,.com. 
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BUSINESS TRENDS 
Internal Auditors 


Doing More, Need 


More Training 


eae auditors are expanding their 
roles beyond compliance to include 
advising on business improvement and 
strategy, but their skills in these special- 
ty areas may not be keeping up, accord- 
ing to the Ernst & Young 2008 Global 
Internal Audit Survey. 

The results of the survey, which 
included 348 internal audit executives 
in 35 countries, show a need for greater 
focus on operational risks over the next 
two years. Respondents cited the fol- 
lowing as the top areas in need of 
increased attention: 

m IT (75%) 

@ Mergers and acquisitions (61%) 

@ Major capital programs (53%) 

@ Performance improvements (45%) 

@ Information security (44%) 

@ Fraud (39%) 

However, the survey also found that 
internal audit’s traditional competencies 
don’t fully meet the needs of today’s 
organizations. Only 17% of respondents 
rated their risk assessment performance 
as “very competent.” Lack of time dedi- 
cated to training efforts is the key 
impediment to specialty skills develop- 
ment, said 55% of the respondents. 





Source: Ernst & Young 2008 Global Internal Audit Survey, 
http://tinyurl.com/55xz3s. 
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IN THE SPOTLIGHT 
Finances a Blind Spot for Athletes 


Or one out of every three professional athletes is focused 
on the business side of his or her career, according to 
Changing the Game Plan, a white paper by CPA firm Rothstein 
Kass. 

The percentage is significantly higher, over 62%, for older ath- 
letes, suggesting they tend to become more conscious of their 
personal brands as their careers progress. 

Professional athletes have a relatively short time to amass 
wealth through salary and endorsements, Rick Flynn, principal in 
Rothstein Kass’ Family Office Group, said in a news release. 
Failing to adequately plan for the future can leave athletes with- 
out the financial flexibility they need to pursue outside interests in 
the long term. 

Athletes participating in the study had a minimum net worth of 
$5 million, including contractual salaries, bonuses, winnings, _ 
endorsements and other sources. 

Among other notable findings, nearly 70% of athletes enjoy a 
luxurious lifestyle, though fewer than 27% of all athletes and 
fewer than 15% of younger athletes are concerned about financ- 
ing those lifestyles. 


Source: Rothstein Kass, www.rkco.com. 
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endorsed by the AICPA Insurance Trust 


i 
The Prudential Insurance Company of America issues this Term Life Insurance and is authorized to conduct business in all states and the District of 


including limitations and exclusions. Principal offices are 751 Broad Street, Newark, NJ 07102-3714, (973) 802-6000. The Plan Agent is Aon Insurance 
IFS A113920 


A a financial professional, you know leaving your family prepared is an 
integral part of your family’s financial plan. One of the most important 
steps you can take to minimize the economic impact of your death is to 
purchase life insurance. But finding a plan that offers the coverage that you 
need at a price you can afford can be a daunting task. . 


Affordable rates and features you want 

Coverage under the CPA Life Insurance Plan, issued by The Brudental 
Insurance Company of America, offers important benefits your family 

may need to take care of financial obligations if you were to die. And 

with competitive rates, you won't have to search to find insurance that 


works with your lifestyle. CPA Life offers the options you want at an 
affordable cost. 


Eligible members may request up to $2 million in term life coverage— 
money your loved ones can use to meet everyday living expenses, pay off 
your home or send a child to college. What's more, if you're approved for 
coverage and are between the ages 45-74, you'll automatically pay Select 
‘Status rates—25%-50% lower than standard rates. 


Optional benefits for CPAs 

You may also be interested in CPA Life’s optional features. These options 
can provide you with $10,000 in Dependent Child Coverage; Accidental 
Death and Dismemberment coverage, which doubles your benefit should 
you die by accident, and Waiver of Contribution During Disability, which 
eliminates having to worry about paying premiums should you become 


totally disabled before the age of 60. 


Opportunity for cash refunds 

CPA Life is offered as a benefit of membership in the AICPA or a State 
Society of CPAs. Every year, the money not used for claims or other 
expenses is paid to eligible Plan participants as a cash refund. These cash 
refunds, paid out of premium refunds received from Prudential by the 
Trust, can lower your costs even further. Although not guaranteed, cash 
refunds have been paid yearly since 1958. 


Other convenient features 

* Online enrollment at www.cpaicom/life 
e No invasive medical testing 

° Personalized, knowledgeable service 


Join over 180,000 of your fellow CPAs who have chosen CPA Life for their 
insurance needs. Visit www.cpai.com/life to learn more about the Plan or 
to apply online. 


Protecting your family’s future is a job you take very seriously. With coverage > 
under the CPA Life Plan, it may just get a little easier. Call or click now to 
find out how we can help. 
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AUDITING 
M@ The Center for Audit Quality issued a 
practice aid on testing journal entries. The 
nonauthoritative document is designed to 
be a reference for auditors of public com- 
panies when applying certain sections of 
AU section 316, Consideration of Fraud in 
a Financial Statement Audit, of the PCAOB’s 
interim auditing standards. It specifically 
addresses gaining an understanding of in- 
ternal controls over journal entries; select- 
ing journal entries for testing, including 
the use of computer-assisted audit tech- 
niques; evaluating journal entries; and 
documenting the results of testing. 

The guidance is based on existing pro- 

fessional literature, information gathered 
by members of a CAQ task force and the 
experiences of CAQ member firms. The 
practice aid is available at http://tinyurl. 
com/7mskvk. 
Mi The AICPA issued the Audit and Ac- 
counting Guide Airlines, which provides 
the latest information on accounting and 
auditing issues affecting the airline indus- 
try. The guide addresses a number of new 
transactions and issues that have emerged 
over the years, including frequent flyer 
programs, electronic ticketing, revenue 
breakage, power-by-the-hour mainte- 
nance arrangements, amendable labor 
contracts, and airline intangible assets. 

Chapters of the guide are dedicated 
specifically to air cargo and regional carri- 
ers, and auditing sections include exhibits 
that provide examples of substantive audit 
procedures and cover significant accounts 
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unique to the airline industry and related 
controls. The guide also reflects Statement 
on Auditing Standards no. 104 through 
no. 111, commonly referred to as the risk 
assessment standards. The guide is avail- 
able for purchase at www.cpa2biz.com 
(product #012698). 

M™@ The Auditing Standards Board issued 
the second clarified auditing standard re- 
sulting from its clarity project, which aims 
to make U.S. GAAS easier to understand 
and apply and gives each standard a prin- 
ciples-based objective. Statement on Au- 
diting Standards, Audit Documentation (Re- 
drafted), will supersede AU section 339, 
Audit Documentation. 


for audits of financial statements for peri- 
ods beginning on or after Dec. 15, 2010. 
The effective date is provisional but will 
not be earlier than Dec. 15, 2010. The 
clarified standard is available at 
http://tinyurl.com/8cfyhb. See also “Offi- 


Airlines Give US. Economy a Lift 


006, airlines helped drive 
billion in economic 
y and 2.1 million © 


The standard is expected to be effective 


cial Releases,” JofA, Feb. 09, page 90. 

The ASB also issued Interpretation no. 
7, Reporting on the Design of Internal Con- 
trol, of AT section 101, Attest Engagements, 
which is available at http://tinyurl.com/ 
802xak (see “Official Releases,” page 99), 
and Proposed Statement on Auditing 
Standards (SAS), Compliance Audits. The 
proposed SAS would supersede SAS no. 
74 (AU Section 801), Compliance Auditing 
Considerations in Audits of Governmental 
Entities and Recipients of Governmental Fi- 
nancial Assistance. The proposal, available 
at http://tinyurl.com/8zs75e, is intend- 
ed to update and clarify requirements 
and provide guidance to auditors who 
audit and report on an entity’s adherence 
to applicable compliance requirements. 
The comment period ends April 30. 


BANKING 
@ Amid surging loan losses and a rapid 


rise in noncurrent loans, profits at the ¥ 
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nation’s banks fell to their second-lowest 
level since 1990 in the third quarter of 
2008. The latest issue of the FDIC’s Quar- 
terly Banking Profile said industry income 
fell to $1.7 billion, a 94% drop from $28.7 
billion in the third quarter of 2007. Loan- 
loss provisions tripled from the prior-year 
period, jumping from $16.8 billion to 
$50.5 billion. 

Bad loans continued to pile up with net 
charge-offs increasing for the seventh 
straight quarter. The $27.9 billion in net 
charge-offs in the third quarter was up 
156.4% from the prior-year period. Two- 
thirds of those charge-offs consisted of 
loans secured by real estate. Noncurrent 
loans and leases (those 90 days or more 
past due or in nonaccrual status) increased 
to $184.3 billion by the end of the quar- 
ter, an increase of $21.4 billion (13.1%) 
from the previous quarter and an increase 
of $101.2 billion (122%) over the past 12 
months. 

The complete Quarterly Banking Profile 
is available at www. fdic.gov. 


COMPILATION AND REVIEW 

@ The Accounting and Review Services 
Committee issued Interpretation no. 31, 
Preparation of Financial Statements for Use 
by an Entity’s Auditors, of AR section 100, 
Compilation and Review of Financial State- 
ments. The document, available at 
http://tinyurl.com/7z9024, provides 
guidance for situations in which a client 
engages an accountant, other than its au- 
ditor, to prepare unaudited financial 
statements on behalf of management and 


in which those financial statements are. 


provided by management to its outside 
auditor for the purposes of the annual 
audit. 

Additionally, to provide guidance with 
respect to an accountant’s considerations 
in determining whether he or she pre- 
pared financial statements when his or her 
work effort results in or contributes to the 
existence of those financial statements, the 
AICPA’s Audit and Attest Standards Team 
has issued Technical Practice Aid (TPA) 
9150.25, Determining Whether Financial 
Statements Have Been Prepared by the Ac- 
countant. The practice aid is available at 
http://tinyurl.com/786u76. 


FINANCIAL REPORTING 

M@ The SEC adopted new rules that will 
require public companies to provide an 
XBRL version of their SEC filings. Under 
the new rules, approximately 500 of the 
largest U.S. public companies and foreign 
private issuers listed with the SEC will be 
required to provide financial information 
using XBRL beginning in 2009. Smaller 
companies, depending on their size and 
filing status, will begin reporting in XBRL 
in 2010 or 2011, with all public compa- 
nies filing in XBRL within three years. 

The XBRL data, which the SEC calls 
“interactive data,” will be required to 
supplement—but not replace—a compa- 
ny’s traditional electronic filing formats 
(ASCII or HTML) for annual and quar- 
terly reports, transition reports for a 
change in fiscal year, and reports that 
contain updated or revised versions of fi- 
nancial statements. The XBRL version 
also will be required to be posted on the 
company’s corporate Web site, if it main- 
tains one. 

The first effective date will be for fiscal 
periods ending on or after June 15, 2009, 
and will apply only to the approximately 
500 domestic and foreign large accelerat- 
ed filers that use U:S. GAAP and have a 
worldwide public float above $5 billion. 

The second group will begin filing in 
XBRL approximately a year later and will 
include all other large accelerated filers 
(with public floats below $5 billion that 
file under U.S. GAAP). 

In the third year, all remaining compa- 
nies using U.S. GAAP and all foreign pri- 
vate issuers that prepare their financial 
statements in accordance with IFRS as is- 
sued by the International Accounting Stan- 
dards Board will be subject to the same re- 
quirements. For a full copy of the rules, 
visit www.sec.gov/rules/final.shtml. 


GOVERNMENT 

@ GASB issued a technical bulletin that 
clarifies the requirements for calculating 
the annual required contribution (ARC) 
adjustment under GASB Statement no. 
27, Accounting for Pensions by State and 
Local Governmental Employers, and State- 
ment no. 45, Accounting and Financial Re- 
porting by Employers for Postemployment 


Benefits Other Than Pensions. 

Technical Bulletin no. 2008-1, Deter- 
mining the Annual Required Contribution 
Adjustment for Postemployment Benefits, 
applies to situations in which the actuar- 
ial valuation separately identifies the ac- 
tual amount that is included in the ARC 
related to the amortization of past em- 
ployer contribution deficiencies or excess 
contributions to a pension or other post- 
employment benefit (OPEB) plan. The 
technical bulletin encourages using the 
actual amount, if known, for the ARC ad- 
justment in place of the estimation pro- 
cedures of Statement no. 27 and State- 
ment no. 45. 

The technical bulletin can be pur- 
chased at www.gasb.org. 


INTERNATIONAL 

@ The International Accounting Stan- 
dards Board (IASB) announced a series of 
actions it has taken to address recommen- 
dations made by the G-20 leaders last No- 
vember in Washington. 

Improved accounting for off-balance- 
sheet items. On Dec. 18, the IASB published 
proposals to strengthen and improve the 
requirements for identifying which enti- 
ties a company controls. The IASB said in 
a Dec. 19 press release that further pro- 
posals on off-balance-sheet items, cover- 
ing the derecognition of assets and liabili- 
ties, are expected to be published by the 
end of March, consistent with the G-20’s 
target date of March 31. 

New disclosure requirements related 
to impairment. The IASB and FASB are 
proposing changes in disclosure require- 
ments for impairments to arrive at a com- 
mon outcome, the IASB said in its press 
release. The proposals will enable compa- 
nies to disclose the profit or loss that 
would have been recorded if all financial 
assets (other than those categorized at fair 
value through profit or loss) had been 
measured using amortized cost or all had 
been measured using fair value. The 
boards published their exposure drafts in 
December, and the comment periods 
ended in January. 

Acceleration of efforts to address 
broader issues of impairment on a glob- 
ally consistent basis. Both the IASB and 
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FASB, whose respective standards have 
different impairment requirements, have 
asked their staffs to consider together how 
existing requirements relating to reversals 
of impairment losses might be changed. 
The boards will also address the question 
of impairment as part of an urgent broad- 
er project this year, and this will also be 
considered by the Financial Crisis Advi- 
sory Group (FCAG). 

Ensuring consistent treatment of ac- 
counting for particular credit-linked in- 
vestments between U.S. GAAP and IFRS. 
Some stakeholders have called for the 
need to clarify any possible difference in 
the accounting treatment between IFRS 
and U.S. GAAP FASB plans to issue 
mandatory implementation guidance that 
will ensure consistency between IFRS and 
U.S. GAAP—an objective supported by 
G-20 leaders. 

Ensuring embedded derivatives are 
assessed and separated if financial assets 
are reclassified. Following requests from 
some stakeholders at the recently con- 
vened FASB-IASB round-table discus- 
sions, the IASB published on Dec. 22 an 
exposure draft that proposed clarifying 
that all embedded derivatives should be 
assessed and, if necessary, separately ac- 
counted for in financial statements. Par- 
ticipants in the round-table discussions 
asked the IASB to act in order to prevent 
any diversity in practice developing as a 
result of the amendments made to IAS 39, 
Financial Instruments, in October 2008 to 
permit the reclassification of particular fi- 
nancial assets. 

For a copy of the IASB press release, 
visit http://tinyurl.com/8f2fxo. For the 
JofA’s news article on the G-20 account- 
ing-related actions, visit www.journalof 
accountancy.com/Web/G20Addresses 
Accountinglssues. 


SMALL BUSINESS 

@ The Small Business Administration is- 
sued an interim final rule for new lender 
oversight regulations in its guaranteed 
loan program. The regulations, which 
went into effect Jan. 12, give the agency 
greater enforcement authority and in- 
crease transparency on how risk is eval- 
uated. The new regulations clarify su- 


pervision and enforcement actions for all 
SBA lenders and partners including 
banks, small business. lending compa- 
nies, certified development companies, 
microloan intermediaries, and the SBA’s 
National Technical Assistance Providers 
network. 

The SBA first published the new 
lender oversight rules in October 2007. 
The rules as issued reflect revisions that 
considered the more than 300 public 
comments received since the initial pub- 
lication. 

“Given the difficult economy, SBA must 
do whatever it can to protect small busi- 
nesses and the nation’s taxpayers from un- 
necessary risk,” said SBA Acting Adminis- 
trator Sandy Baruah in a news release. 
“With improved oversight, SBA is taking 
action to reduce the potential for waste, 
fraud, and abuse in its loan programs.” 

The final interim rules are available at 
the Federal Register online at www.gpo 
access.gov/fr. 


FYI 

@ The Financial Accounting Foundation 
(FAF) elected GASB Chairman Robert 
Attmore to a second five-year term. The 
FAF also appointed Michael Belsky, 
mayor of Highland Park, Ill., and most re- 
cently a senior executive at Fitch Ratings 


-in Chicago, to GASB. GASB is the inde- 


pendent, nonprofit accounting and fi- 
nancial reporting standard setter for state 
and local governments. 

Before his appointment as GASB 
chairman in 2004, Attmore had worked 
for New York state for 23 years, includ- 
ing as deputy state controller from 1986 
to 2003. His new term begins July 1. 

Belsky has been mayor of Highland 
Park since 2003. He has also worked in 
senior management with Fitch Ratings 
for the past 15 years. Belsky is one of six 
part-time members on the seven-mem- 
ber board. His term began Dec. 31 and 
runs until June 30, 2013. 


@ The FAF reappointed W Daniel Ebersole % 
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to a two-year term as chairman of the 
Governmental Accounting Standards Ad- 
visory Council (GASAC). The FAF also 
appointed seven new members to 
GASAC and reappointed three others, all 
to two-year terms. The new terms began 
Janel 

GASAC is a 30-member advisory 
group that comprises public-sector finan- 
cial statement preparers, auditors and 
users of government financial reports. 
The panel provides input to GASB. 

The seven appointees to GASAC are: 

M@ Lisa Blumerman, chief, Govern- 
ments Division, U.S. Census Bureau, rep- 
resenting the U.S. Census Bureau. 

@ Shirley Broz, executive director of 
finance, Rockwood School District, Eu- 
reka, Mo., representing the Association 
of School Business Officials Interna- 
tional. 

@ Cline Comer, partner, Larson Allen 
LLP, representing the Healthcare Finan- 
cial Management Association. 
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New! 


@ Karl Jacob, senior director, Public 
Finance, Standard & Poor's, representing 
bond raters. 

@ Terrill Menzel, partner, KPMG LLP, 
representing the AICPA. 

Mjohn Overdorff, shareholder, 
Greenberg Traurig LLP, representing the 
National Association of Bond Lawyers. 

Mi Steven Thompson, city manager, 
Marco Island, Fla., representing the In- 
ternational City/County Management As- 
sociation. 

The three members the FAF reap- 
pointed are: 

M@ Ryan Claw, treasurer, Tohono O’od- 
ham Nation, representing the Native 
American Finance Officers Association. 

M@ Debra Davenport, auditor general, 
state of Arizona, representing the Nation- 
al Association of State Auditors, Comp- 
trollers and Treasurers. 

@ Michael Zaroogian, investment offi- 
cer, State Farm Insurance, representing 
insurance industry investors. 





Current Economic Crisis: 
Accounting and Auditing 
Considerations 2009— 
Audit Risk Alert 


These tough economic times have made accounting for transactions and 
auditing entities more challenging than ever. This Audit Risk Alert is an 
important tool in helping you identify the significant risks that may result in 
the material misstatement of financial statements. Covers issues including: 


e Fair value accounting considerations including measurements of fair 
value in illiquid markets and auditing those fair value measurements 


e Other than temporary impairment issues 


e Auditing accounting estimates 


e Liquidity considerations 


e Going concern considerations 


e Fraud considerations 
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CORRECTIONS 

@ The article “The Death of LIFO?” 
(Jan. 09, page 44) incorrectly described 
inventory valuation under U.S. GAAP. 
The article should have stated that 
GAAP values inventories at the lower of 
cost or current replacement cost, which 
is subject to a ceiling of net realizable 
value and a floor of net realizable value 
minus a normal profit margin. 

@ The article “States Bite Into Broken 
Gift Cards” (Dec 08, page 76) included 
within Exhibit 3, “States That Generally 
Exempt Gift Cards from Escheat Laws,” 
an incomplete description for Pennsyl- 
vania’s requirements. The note for 
Pennsylvania should have said “if no 
fees or expiration, after Dec. 31, 2000, 
and not for general usage.” A copy of 
Pennsylvania’s unclaimed property leg- 
islation, including the exemption for 
qualified gift cards, may be found at 
www.patreasury.org/documents/BUP 
Statute11-07.pdf. % 
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Reach More Clie ; 

As the ited se é a CPA 
community, nobody knows the accounting 
business better than CPA2Biz. And 

now, through our strategic alliance with 
Google™, CPA2Biz is in a unique position 
to help you drive traffic and generate new 


business through the Internet. 


Whether you would like to target local, 
regional or national clients, now you can 
reach those prospects easily through the 
Google AdWords™ Advertising Program. 
Even if your web site already appears in 
online search pages, CPA2Biz can help you 
reach new audiences by showing your ads 
to prospects who are actively searching for 
the products and services you offer. 
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You pay ae for results. You are charged 
only if someone clicks your ad, not when 
your ad is displayed. So, every dollar of 
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new prospects. 
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We can set up a targeted Google™ search 
campaign for your firm based on your 
desired monthly budget. Plus, we'll set up 
and manage your advertising campaign 
for you. It doesn’t get any easier! 


CPA2Biz is proud to be the 
Authorized Reseller cf Google AdWords™ 
to Accounting Professionals 


Google and AdWords are trademarks of Google Inc. and are registered in the US. 











CHECKLIST 


Be an‘‘Energy Star” 


For many business owners 2008 was a record year for energy 
costs. Consider the following tips to save money by making 
your business more energy efficient. 





V Assess performance. Conduct an 
energy adit to measure the actual 
or estima ed performance of your 
facilities aad equipmen® against 
benchmarks jor similar facilities, 
equipment and operations. Al- 
though professionai nergy auditing 
and consulting firms and high-end 
software tools are abundant, most 
are targeted toward large business- 
es. Small businesses can take advan- 
tage of free do-it-yourself tools 
available on the Internet from rep- 
utable sources such as utility 
providers or government agencies. 
Duke Energy (www.duke-energy. 
coin), for example, provides free on- 
line energy auditing tools customized 
by state for its residential and com- 
mercial customers. Businesses requiring 
a more sophisticated option can use 
Energy Star's Portfolio Manager 
(www.eliergystar.gov/istar/pmpam) 
to rate building energy performance. 


V Set goals. Energy-savings goals should 
be incorporated into your overall op- 
erating plan. Based on your energy 
audit, you should have a good idea of 
where savings can be attained. The 
Energy Star for Small Business pro- 
gram, which is a joint venture of the 
Environmental Protection Agency 
(EPA) and the Department of Energy 
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(DOE), recommends that you aim for 
an overall energy cost savings of 25% 
to 35%, which for many businesses 

can significantly help the bottom line. 


V Create an action plan. Your plan 


should fit your business. The EPA 
publishes Putting Energy Into Profits: 
Energy Star Guide for Small Business 
(http://tinyurl.com/9med68). The 
document, which provides action 
items and resources for several basic 
improvements for specific types of 
small businesses, provides a frame- 
work that CPAs can use for planning 
and discussions with stakeholders in- 
cluding owners, managers, property 
owners (lessors), lenders, equipment 
suppliers and building contractors. 


V Calculate tax advantages. A federal 


tax deduction of up to $1.80 per 
square foot is available to owners or 
designers of commercial buildings that 
save at least 50% of the heating and 
cooling energy and power costs of a 
building that meets ASHRAE (Ameri- 
can Society of Heating, Refrigerating 
and Air Conditioning Engineers) Stan- 
dard 90.1-2001. Partial deductions of 
up to 60 cents per square foot can be 
taken for measures that satisfy the en- 
ergy-savings targets established by the 
IRS with respect to any one of three 
building systems: the building enve- 
lope, lighting, or heating and cooling 
systems. These tax deductions are 
available for systems placed in service 
from Jan. 1, 2006, through Dec. 31, 
2013 (see IRS Notices 2006-52 and 
2008-40). 


V Compare pricing of energy-efficient 
and standard products and check utili- 
ty cost estimates against historical 
data and official projections. As with 
any plan, accurate assumptions are es- 
sential to success. Energy Star-rated 
products must meet special require- 
ments and, as a result, tend to cost 
more than standard models. Many util- 
ities offer rebates to offset the added 
cost of Energy Star equipment. CPAs 
should carefully assess all tax incen- 
tives and rebates as well as claims of 
future operational improvements. The 
Energy Star Web site includes a search 
tool (http://tinyurl.com/n7acu) to 
help find rebates. 


V Implement your action plan. Products 
and workmanship must meet specific 
requirements to qualify for certain tax 
deductions (see www.energystar.gov/ 
products). In the case of building im- 
provements, the software used to calcu- 
late the energy efficiency of commercial 
buildings must be on the DOES ap- 
proved list (http://Ainyurl.com/7r9tam), 
and such improvements must be inde- 
pendently verified by a qualified indi- 
vidual (engineer or contractor licensed 
in the jurisdiction where the building is 
located) to meet IRS requirements. 


By Matthew G. Lamoreaux, a JofA senior 
editor. His e-mail address is 
mlamoreaux@aicpa.org. 


For additional resources including tree 
De(elna ere 6)[o ool oe Viale ee (OIE OK im, 
and energy auditing tools, view the 


online version of this article at 
ALAA el Mele) (elaeels ig] lel Acre )ags 
Enter code 20081332 in the search box 
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Closing the 
Supply of Accounting Fa 





EDUCATION 





or some time, leaders of the 

accounting profession have 

been concerned about an 
impending shortage of accounting 
professors, particularly in the 
audit and tax specializations. A re- 
cent analysis co-sponsored by the 
AICPA and the American Ac- 
counting Association reveals that 
between 500 and 700 accounting 
faculty per year will retire over the 
next 10 years, while accounting 
Ph.D. programs are averaging 140 
graduates per year. About 40% of 
those graduates, moreover, are for- 
eign nationals who might not re- 
main in the US. to teach. 


- Despite this trend, there is good news. 
First, the major demand for faculty is in 
audit and tax, which happen to be the 
leading areas of specialization for practic- 


ing CPAs. Second, the CPA profession, led . 


by more than 66 of the largest CPA firms 
and joined by more than 36 state societies 
and the AICPA Foundation, has begun the 
Accounting Doctoral Scholars Program 
(ADS) to encourage practicing audit and 
tax professionals to consider a career as an 
accounting professor. Third, additional re- 
sources are available from the AICPA 
Foundation and the foundations of some 
professional services firms to help enable 


® A looming shortage exists in 
the academic world of account- 
ing as many accounting profes- 
sors retire and new instructors 
are needed. The AICPA, along 
with other groups and profes- 
sional services firms, offers as- 
sistance to accountants interest- 
ed in future careers in academia. 
® The Accounting Doctoral 

- Scholars Program (ADS), ad- 
ministered by the AICPA Foun- 
dation, was recently established 
by 67 of the largest accounting 
firms, along with the support of 
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state societies. Designed to 
encourage audit and tax profes- 
sionals to pursue a Career as a 
professor, the ADS Program 
intends to award 30 four-year 
scholarships during each of the 
next four years. 
@ Other financial assistance is 
available to Ph.D. students in 
accounting to supplement 
stipends provided by universi- 
ties. While these stipends are 
low relative to accounting 
salaries, universities generally 
waive tuition for doctoral study, 


The ADS Program 


Candidates must: 


@ Have completed at least three years of recent, significant work in public 


accounting in auditing or tax; 


@ Provide a written statement of commitment to a career transition to teach- 
ing and research in audit or tax at an AACSB International Business Accredited 
university in the United States upon completion of a doctoral program with an 


emphasis in audit or tax; 


@ Qualify for admission to an ADS-participating university doctoral 


program; 


@ Be a USS. citizen or permanent resident; 


@ If selected as an ADS Program scholar, commit to applying for admission to 


one or more doctoral programs in accounting at an ADS Program-participating 


university to pursue auditing or tax as a teaching and research focus. 


Once they enroll in a doctoral program in accounting at a participating 


university, ADS scholars will receive a stipend of $30,000 per year for a maxi- 


mum of four years. 


For more information, see www.adsphd.org or write ADSprogram@ 
aicpa.org or Accounting Doctoral Scholars Program, AICPA Foundation, 220 
Leigh Farm Road, Durham, NC 27707, or call 919-402-4524. 


doctoral students to make an investment 
in becoming a faculty member. In this ar- 
ticle, we outline the process of obtaining 
a Ph.D. in accounting, the rewards of the 
academic accounting profession and the 
resources available to help professionals 
achieve that goal. 


DOCTORAL EDUCATION IN 
ACCOUNTING 


The two basic types of accounting faculty, 


EXECUTIVE SUMMARY 


CPA. 





since most students serve as 

- graduate assistants. Accounting 
faculty earn competitive salaries, 
providing a reasonable payback 
period of the investment for the 


@ More opportunities are also 
expected to open up for profes- 
sionally qualified instructors. 
Professionally qualified instruc- 
tors are not Ph.D.s but have 
extensive professional account- 
ing experience. An AICPA/ 
American Accounting Associa- 
tion program offers assistance in 





academically qualified (AQ) and profes- 
sionally qualified (PQ), are derived from ac- 
creditation standards developed by the 
Association to Advance Collegiate Schools 
of Business (AACSB). Most full-time ac- 
counting faculty are AQ, which generally 
requires a Ph.D. in accounting, although 
some colleges and universities consider law 
degrees the terminal degree for some dis- 
ciplines, such as taxation. Recognizing that 
the mission of universities is to both create 


making such a career change. 


Michael Ruff, CPA, is a doctoral 
student; Jay C. Thibodeau, CPA, 
Ph.D., is a professor of accountan- 
cy; and Jean C. Bedard, CPA, 
Ph.D., is Timothy B. Harbert 


Professor of Accountancy, all at 


Bentley University, Waltham, Mass. 
Their e-mail addresses, respective- 
ly, are mruff@bentley.edu, 
jthibodeau@bentley.edu and 
jbedard@bentley.edu. 
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Becoming Professionally Qualified 


The Association to Advance Collegiate Schools of Business has recently estab- 
lished the Bridge Program for professionals interested in making a career 
change to PQ faculty. It consists of an intensive weeklong workshop. Qualifica- 


tions include: 


mw A master’s degree or appropriate professional certifications, such as the 


CPA designation; 


@ Active practice in professional or consulting assignments; 
i A minimum of five to seven years of extensive professional or senior-level 


management experience; 


m A minimum of seven to 10 years of in-depth industry experience with sig- 
nificant levels of responsibility and expertise; 

@ An active contribution to a field of expertise through written contribu- 
tion, participation in professional development activities and experience. 

The AICPA Foundation has recently established a scholarship program for 
accounting professionals who have been accepted into the Bridge Program. For 
more information, visit www.bridgeprogram.aacsb.edu or write AACSB Inter- 
national, 777 South Harbour Island Blvd., Suite 750, Tampa, FL 33602-5730. 


and disseminate knowledge, universities 
and colleges require AQ faculty to produce 
research relevant to their discipline. 
Ph.D. programs in accounting are de- 
signed to mentor students in how to be 





high-quality researchers. As a result, the 
programs are rigorous and usually take at 
least four years to complete. Usually, after 
two to three years of coursework, the stu- 
dent prepares a dissertation. During the 


doctoral program, students are typically 
funded with stipends by their universities 
and work as teaching and/or research as- 
sistants, for which their tuition is waived. 

Approximately 100 colleges and uni- 
versities supply the accounting Ph.D. grad- 
uates in the United States. Many of these 
programs are at major state universities or 
large private colleges. In admitting stu- 
dents, programs carefully consider factors 
such as grades, GMAT scores, and profes- 
sional certifications and experience. Pro- 
grams also consider intangibles such as 
intellectual curiosity, a love of learning, and 
perseverance and dedication in generating 
original research ideas. 

Although earning a Ph.D. can be a long 
and difficult process, it brings rewards. A re- 
cent survey finds that more than two-thirds 
of doctoral-granting universities expected to 
pay at least $135,000 base salary for newly 
graduated assistant professors (see “Assess- 
ing the Shortage of Accounting Faculty,” 
Issues in Accounting Education, May 06, page 
113). Often, this base is supplemented 
with funding for summer research. It is 


Growing More (and Better) Accounting PhDs: = vs ' . : a =a 


W hat Some Universities Are Doing 
by Paul Bonner 


Faculty in charge of accounting Ph.D. programs at American 
colleges and universities say they recognize that CPAs starting 
out on an academic career track encounter challenges that can 
best be met by creative approaches. Most often, these approaches 
emphasize a personal touch through mentoring and advising. 
Nearly always, these leaders are looking for new sources of 
stipends and other student financial support. But most of all, 
they say, this long-term issue requires steadfast vision and pa- 
tience to let the best ideas sprout and yield a crop that might 
not be harvested on the same campus or even in the same 
decade. 

Many say that enhancing the quality of future faculty mem- 
bers is equally or more important than filling the accounting fac- 
ulty pipeline, and their measures are designed to attract the best 
candidates, whom they often find already on their campuses. 
Michigan State University has even given its in-house quest a 
name: the Promising Scholars Program. 

“Each fall, our faculty identify approximately 20 to 30 MLS. 
and MBA students who have the characteristics that make for 
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successful cholarsnerderee success, a strong work ethic and 


intellectual curiosity,” says Marilyn Johnson, co-director of the 


accounting Ph.D. program at Michigan State University in East 
Lansing. “We invite these students to a half- -day program that — 
includes breakfast with several of our faculty, a presentation about | 


academic careers and doctoral programs and a voucher by a 
q 
oe 
1 


distinguished accounting scholar.” 5 
Universities also market their programs and) recruit Cndicee 


4 


through such places as alumni publications and those of state 
CPA societies, as well as chapter meetings of Beta Alpha Psi, the 
national honorary organization for stu dents and acon ts in ; 


financial and business information. 


But even getting the best candidates in the door won't a 
enough if the programs can’t make the proposition financially _ 
attractive to candidates who might be postponing a paycheck — 
for the four or five years most programs require. Donors to gen- 
eral business colleges often tend to favor undergraduate and mas- — 
ter’s programs with their dollars. Hence, campuses participating 
in the Accounting Doctoral Scholars Program ae say its f 
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important to point out that professors are 
expected to work hard and make major con- 
tributions in accounting research, teaching 
and service to their university, the overall ac- 
ademic community and the accounting pro- 
fession. Nevertheless, despite demanding 
workloads, professors express a high level 
of satisfaction with their career choices (see 
“Teaching for the Love of It,” JofA, June 06, 
page 30). Some of the intangible rewards 
include schedule flexibility, particularly dur- 
ing the summer months and the holiday 
season. In addition, faculty have the freedom 
to pursue research opportunities that are 
aligned with their interests. 

On the other hand, teaching isn't for 
everyone. Prospective Ph.D. students should 
consider whether they would be comfort- 
able speaking in front of a class and enjoy 

the challenge of presenting material in a 
way that engages students. They should 
also learn beforehand about the type of 
studies they will face, the arduousness of 
those studies and other often stressful fac- 
tors during the four to five years it typically 
takes to obtain a Ph.D. Not the least of 


those factors for practicing CPAs is the need 
to give up most or all of a regular salary as 
they devote most of their time to studies 
for the next four to five years. As this article 
shows, however, fellowships and stipends 
are often available. 

These and other considerations can be ex- 


plored by speaking with faculty about Ph.D._, 


coursework and other aspects of the pro- 
grams as well as teaching as a career (see 
“Pursuing a Ph.D. in Accounting: Walking 
in With Your Eyes Open,” a JofA Web-exclu- 
sive article, at www.journalofaccountancy. 
com; enter article code 20081184 in the 
search box). 


SUPPORT FOR DOCTORAL 
EDUCATION 

In the spring of 2008, the biggest account- 
ing firms in the United States created the 
ADS Program. To date, more than 66 firms 
and more than 36 state CPA societies have 
committed more than $17 million to the 
program, which is administered by the 
AICPA Foundation. In each of the next four 
years, the program will provide financial 


support to up to 30 new doctoral students 
who are making the transition from prac- 
ticing auditors and tax accountants to ca- 
reers as AQ faculty members specializing in 
auditing or tax. 

Other sources of funding for doctoral 
study in accounting include the AICPA’s 
Fellowship for Minority Doctoral Students 
program, the Deloitte Foundation Ph.D. 
Fellowship grants, the KPMG Foundation 
Accounting Doctoral Scholarship Program, 
the PricewaterhouseCoopers INQuires 
grant program for research in auditing and 
tax and the PhD Project, which supports 
minority doctoral students and is funded 
by the KPMG Foundation and others. 


Is THERE ANOTHER WAY? 

To help fill an already existing shortage of 
faculty, many schools are hiring more PQ 
faculty members. They typically are CPAs 
with a master’s degree and significant pro- 
fessional experience. In fact, many busi- 
ness schools are now establishing career 
tracks for qualified “professors of practice” 


with a CPA designation. These individuals % 


$30,000 annual stipend is their best tool to increase enrollment. 

“We look for people who are already CPAs, so all of our stu- 
dents have already passed a major plateau in career develop- 
ment,” says Dale Flesher, associate dean of the accounting school 
at the University of Mississippi. The problem, Flesher says, is 
that without ADS, “our doctoral compensation is minimal com- 
pared to what a student can earn in public accounting.” Most 
universities try to sweeten the deal with other benefits, such as 
tuition waivers and health insurance coverage. At the Universi- 
ty of Oklahoma, students get a spending allowance for research 
costs or traveling to conferences. And many programs are rec- 
ognizing that the usual quid pro quo for such aid—teaching un- 
dergraduate courses—can also lead to early burnout if teaching 
while learning grows too onerous. Accordingly, they try to keep 
their doctoral graduate assistants from taking on too heavy a 
teaching load. 

“Our administration has done a fantastic job of recognizing 
_ that Ph.D. students are students and not cheap labor,” says Gary 
Taylor, who directs the University of Alabama’s accounting Ph.D. 
program. 

One of the more innovative measures has been to change the 
doctoral curriculum itself. Most notably, schools are trying to help 
their students make the transition to career by emphasizing the 
most salient research-related duty they will face as new faculty: 
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getting their research into print. To that end, Alabama has re- 
placed its comprehensive exam with a second-year | paper, and — 
in place of the traditional dissertation, it now encourages Stoo 
dents to prepare three working papers for publication, Taylor 
says. At the intake end, universities recognize that students may : 
need a little brushing up in some academic areas, especially if 
they've been out of school for a while. An informal program at 
Michigan State offers summer refresher courses in math and sta- 
tistics, Johnson says. 

Bentley University assigns a “primary supervisor” to ac- 
counting Ph.D. students during their application process who 
stays with them throughout their time at the Waltham, Mass., 
campus. “We feel very strongly that having a mentor from the 
start makes a considerable difference in a student’s success,” says 
Cynthia Clark Williams, assistant professor of management and 
associate director of doctoral programs. 

“Over the years, I’ve found that personal contact works best,” 
says Christine Botosan at the University of Utah in Salt Lake City, 
More than 10 years after Botosan began speaking to an under- 
graduate student about an academic career, that student received 
her Ph.D. last year from the Wharton School of Business at the 
University of Pennsylvania. That’s not an unusual span, she 
added. “Often, it is a matter of planting the seed and being pa- 
tient enough for the tree to grow and bear fruit.” 
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contribute mainly to the university teach- 
ing and service missions and remain active 
in professional activities in addition to 
their university roles. 

Although PQ faculty positions are not 
as numerous as AQ faculty positions in the 
United States and do not offer the same 
compensation and benefits that AQ facul- 
ty receive as researchers, becoming a PQ 


RMIT) 
professional who know 
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faculty member may be an excellent way 
for an experienced accounting professional 
to move into a career in higher education. 


CAN I Try IT OUT! 

CPAs can be exposed to a career as an ac- 
counting professor without giving up their 
current day job or making a full-time com- 
mitment. Options include: 





m Teaching an accounting course at a 
local college or university. Many colleges 
offer evening and weekend courses for 
working professionals and often need 
qualified part-time or adjunct instructors. 

m Teaching a distance-education or 
online course. Online programs continue 
to grow in size and number, and many 
well-known accredited universities now 


offer them. % 
i 
AICPA RESOURCES 
JofA articles 


m@ “Pursuing a Ph.D. in Accounting: Walking 
in With Your Eyes Open,’ a JofA Web-exclu- 
sive article, www.journalofaccountancy. 
com. Enter 20081184 in the search box. 

@ ‘Teaching for the Love of It,’ June 06, 
page 30 

g “The Practitioner-Professor Link.” June 
05, page 77 


Scholarships, Fellowships and Grants 
@ Accounting Doctoral Scholars Program, 
www.adsphd.org 

@ Fellowship for Minority Doctoral 
Students, http://tinyurl.com/ccvv7r 

@ Deloitte Foundation, including Doctoral 
Fellowship Program, 
http://tinyurl.com/dydh2a 

m@ The KPMG Foundation Accounting 
Doctoral Scholarship Program, 
www.kpmgfoundation.org/foundinit.asp 
m PricewaterhouseCoopers faculty initia- 
tives, including PwC INQuires, 
http://tinyurl.com/c53wme 

@ The PhD Project, www.phdproject.org 


Faculty Job Listings 

Chronicle Careers (The Chronicle of 
Higher Education), 
http://chronicle.com/jobs/ 

@ HigherEdJobs.com, 
www.higheredjobs.com 


Academic and Professional Accounting 
Associations 

@ The Association to Advance Collegiate 
Schools of Business, www.aacsb.edu, 
including the AACSB Bridge Program, 
www.bridgeprogram.aacsb.edu 

@ The Institute of Management Account- 
ants, www.imanet.org 

m The American Accounting Association, 
http://aaahq.org 
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Get the IRS to pay You 


Visit www.tax-whistleblower.com 


The IRS' new tax whistleblower statute gives anyone with information about 
large-scale tax underpayments, relating to any issue from mere errors to 
aggressive positions to tax fraud, an incentive to report it. 


We have over $15 billion in confidential tax whistleblower 
submissions to the new IRS Whistleblower Office. 


THE FERRARO LAW FIRM 
TAX CONTROVERSY LAWYERS WORKING FOR YOU 


1001 Connecticut Ave., NW, Suite 1225 4000 Ponce de Leon Blvd., Suite 700 Nationwide Toll Free Number: 


Washington, DC 20036 Miami, Florida 33146 1 -800-275-3332 










A2009 Tuneup | 


or Your Firms 


Succession 
Planning 


he pending retirement of the baby boomer generation and the 

unrelenting challenge of finding and keeping talented staff can 

have grave consequences for firms that fail to develop a succes- 
sion strategy. With the AICPA’s 2008 PCPS Succession Survey showing 
that only 35% of multiowner firms had a written succession plan, now 
is the time to examine the state of your firm’s succession strategy. 


Succession planning is not limited to a sin- 
gle course of action. It involves evaluating 
different aspects of the firm and identifying 
systems, processes and policies that need im- 
provement in order to position your firm for 
succession regardless of your exit strategy. 
Options for succession include selling or 


merging the firm, internal transition, prac- 
tice continuation with other firms, or turm- 
ing out the lights when it’s time to retire. 
Even firms that have a plan in place, 
however, sometimes neglect to update it to 
reflect changes affecting their business. 
Some firm owners who are looking to sell 


in the foreseeable future are finding that 
their practice is not as saleable as they'd 
hoped it would be. If your firm’s plan is not 
all that it could be, The 2008 PCPS Succession 
Survey (http://pcps.aicpa.org/Resources/ 
Succession+Planning) provides valuable 
insights into the state of succession planning 
among firms today. Consider the following 
information to help determine if your firm’s 
succession plan needs a tuneup. 


OVERALL FIRM STRATEGY AND 
VISION 
As noted, little more than one-third of 

multiowner firms have a written succession 
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plan. But that’s actually an increase from 
25% the last time the PCPS conducted a 
similar survey in 2004. More firms are 
aware of the need to plan, but have not yet 
accomplished the goal. 

Strategic planning is critical to every 
firm’s future success, and succession plan- 
ning is a key component of any strategic 
plan. As a starting point, conduct a partner 
brainstorming meeting or retreat to con- 
sider some of the following key questions. 
This will assist the group in identifying dif- 
ferences and help to choose a course of ac- 
tion that everyone can support. 


KEY CONSIDERATIONS 
A succession planning brainstorming meet- 
ing should consider these critical issues: 
Where is the firm headed in the long 
term? This is a big question, but it’s fun- 
damental to make a basic decision about 
what size the partners expect the firm to be 
in five years and 10 years. If the firm is going 
to grow, will it do so by expanding its cur- 
rent practice areas, adding new specializa- 
tions or merging with another firm? In ei- 
ther case, does the firm have the human 
capital needed.to service this expansion? 
Most important, what kind of leadership 
will the firm need to run a larger organiza- 
tion? What processes are in place to groom 
your people for leadership positions? How 
will the firm transition clients to new lead- 


ership? What is the estimated time frame for 
these transitions? 

The answers—and in some cases the 
questions—are different for every firm. 
Brainstorming about the challenges ahead 
is a critical first step, however. 

Firm owners may also conclude that the 


business might shrink in the short or long 


term, either due to economic conditions or 
planned partner retirements and downsiz- 
ing. If that is the case, it’s a good idea to re- 
visit the firm’s current client acceptance cri- 
teria and decide whether they need to be 
revised to reflect this assessment (see “Let- 
ting Go: Evaluating and Firing Clients,” 
JofA, Jan. 08, page 54). A key consideration 
is which clients are the most valuable if the 
firm will be downsizing in the future. In that 
case, it’s particularly important to have ca- 
pable young leaders in place who can hold 
on to valuable clients when the current 
partners retire. However, don’t just look at 
evaluating clients in tough times or for 
downsizing purposes. All firms should 
continually evaluate clients for fit and desir- 
ability no matter what their growth strategy. 

Developing a timetable that outlines 
when owners will be retiring and a groom- 
ing schedule for new leaders is a must. You 
need to start grooming young leaders while 
the current partners are still working. Don’t 
underestimate the time it can take to groom 
a new partner. It can take up to five years to 
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develop a new leader. The successor needs 
enough time to qualify for and grow into a 
leadership role and the responsibilities that 
go with it. Once again, the firm should ex- 
amine its leadership development process 
and decide whether it is up to the task. 
Are roles clearly defined with assigned 
responsibilities as well as specific powers 
and limitations in the board and manag- 
ing partner roles? This governance struc- 
ture is important to create sustainability and 
to enable the firm and its successor own- 
ers to remain successful when partners re- 
tire. If senior partners retire without ad- 
dressing ownership control, governance 
structure and decision-making processes 
before they leave, their retirement payout 
may be at risk. In a healthy firm, control 
must rest with client service partners who 
have the entrepreneurial savvy to run the 
business like a business. It’s important, too, 
to identify and clarify the roles and re- 
sponsibilities of: 
@ The partner group, acting in effect as 
the board of directors. 
™@ The managing partner reporting to 
the board. 
@ The individual partners reporting to 
the managing partner. 
Defining these roles and responsibilities 
provides a clear understanding of expecta- 
tions and how each owner's role and re- 


sponsibilities relate to others. It also sets % 


@® Does your firm need a 
succession planning tuneup? 
A strategic plan that effectively 
includes succession planning Is 
critical to every firm's success. 
® Host a partner brainstorming 
retreat to ponder key questions 
surrounding your firm’s plan and 
identify a course of action that will 
be supported by all. 

® Make long-term plans for 
the firm. Firm expansion will re- 
quire human capital and leader- 
ship to support growth. Re-eval- 
uate client acceptance and 
retention policies. Consider that 
the future health of your firm de- 
pends on how you develop 
young leaders who are capable 


of protecting and maintaining 
valuable client relationships 
when partners retire. 

®@ Establish partner group 
accountability through clearly 
defined roles and responsibilities, 
and your compensation plan. 
Help owners develop an inherent 
understanding of their job expec- 
tations and how their roles relate 
to others. Don’t wait for the senior 
owner to leave to develop a firm 
strategy. 

@ Nurture future leaders. Lever- 
age your practice for posterity by 
developing talented professionals 
who will contribute to the longevi- 
ty of the business after you are 
gone. Failing to invest in this area 


will reduce the value of your prac- 
tice. Remember that you are sell- 
ing a residual revenue stream, 
and the easier it is for existing 
partners or another firm to contin- 
ue without you, the more value 
you have to offer. 

@ Update partner retirement 
agreements. Of responding 
firms surveyed in The 2008 
PCPS Succession Survey, a 
large number of partner retire- 
ments are anticipated in the next 
five years, emphasizing the need 
for formalized partner agree- 
ments. 

@ Establish a clearly defined 
compensation plan that sup- 
ports your firm’s strategic and 


succession goals. A compensa- 
tion plan should be performance- 
based, flexible and provide incen- 
tives that will motivate staff to 
become potential future leaders. 


Dominic Cingoranelli, CPA, CMC, 
is executive vice president of con- 
sulting services at the Succession 
Institute LLC, of which he is a co- 
founder. He co-authored the materi- 
al in the PCPS Succession Re- 
source Center. His e-mail address 
is dom@successioninstitute.com. 
Anita Dennis, a freelance writer, 
and Natasha V. Schamberger, 
CPA, a project manager for the 
AICPA, contributed to this article. 
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boundaries for the developing leaders and 
helps them learn to function in an operat- 
ing culture that is formalized so everyone 
knows what is expected, what is outside of 
their authority, and what is within their 
powers. 

The partner group should agree and vote 
on strategy and policy. Some firms never 
take this step, relying instead on ineffective 
meetings in which the managing partner 
makes final decisions. It is important that 
all partners learn the art of governance 
through the discussion and (respectful) de- 
bate of issues, calling for a vote on the ques- 
tions at hand, and moving on. As a result, 
the firm’s governance can remain strong 
and effective even when new owners take 
over leadership roles from retiring partners. 
Waiting until the senior owner leaves to de- 
cide on strategy, control and governance is 
poor planning. 

The managing partner does have an im- 
portant role, though. He or she must be 
held responsible for the implementation of 
strategy and policy, and for holding part- 
ners accountable for results in their roles 
as line partners. That means, in part, that 
the managing partner should not be cho- 
sen based solely on seniority. Rather, the 
choice must be based on his or her lead- 
ership abilities, management skills and abil- 
ity to represent the firm. 

Seniority alone should not be a major 
qualification for any leadership role in the 
firm. The managing partner's role includes 
holding partners accountable. Partners 
need to be held accountable for carrying 
out the firm’s strategy and decisions 


reached by the partner board. Compensa- — 


tion systems should reward behaviors that 
advance the firm’s strategy, and they should 
sanction behaviors that don’t. With that in 
mind, the firm should be ready to fire any- 
one, partners included, who doesn’t step 
up to do what is required after the board 
makes a decision. In fact, senior owners 
who want to create a smooth internal own- 
ership transition should get rid of partners 
who are essentially dead weight before they 
leave to avoid overburdening the partners 
who remain. 

How are we nurturing our future 
leaders? At 38% of the multiowner firms 





in the PCPS survey, senior owners did not 
think younger owners were ready to step 
into leadership positions. Amazingly, 27% 
of multiowner firms were not actively 
grooming or formally training anyone for 
a leadership role (see Exhibits 1 and 2). 


Because of their lack of leadership devel- 
opment, and people development in gen- 
eral, some firm owners are finding their 
practices are less valuable than they'd 
hoped. 

The days of selling a client list are over. 





Exhibit 1 


down at every level (69%) 


seniority (12%) 
® Other (6%) 


Source: The 2008 PCPS Succession Survey. 


| a aL training or ee in del 


a Formal training or “education i in inter 


Creating an Environment 
That Facilitates Succession 
Transition 


According to The 2008 PCPS Succession Survey, firms are taking the following steps 
to effect a smooth transition to younger leaders: 
®@ Making it a priority of the firm to develop people so that work can : pushed 


m Requiring the partners to push work down in order to create more leverage (43%) 

® Changing the way you operate so that the firm is not built around the expecta-_ 
tion that everyone, including partners, should work excessive hours (43%) 

®@ Moving away from the “eat what you kill” model of operation (38%) 

m Recently updated or in process of updating partner/retirement agreements (36%) 

m Requiring partners to spend more time managing client relationships and = 
time processing the work in the office (33%) 

® Focusing on training to reverse the staffing pyramid (29%) 

| @ Holding partners accountable to written operating policies and procedures (27%) 

© Creating clear powers and limitations in the board, executive committee (if you 
have one) and managing partner roles (25%) 

l® Updating partner compensation system so the managing partner can hold part-_ 
ners accountable to achieving annual specific goals (20%) 
™ Implementing a formal partner-in-training program (17%) 

m® Appointing a partner with leadership skills as managing partner, rather than by 


a 





a Howe mentoring program 24%) | 


| w& Other formal. partner- in-training program (5%) 
= Coaching by an outside consultant ie) s 


Source: The 2008 PCPS Succession Survey. 











44 Journal of Accountancy March 2009 


www.journalofaccountancy.com 


PRACTICE MANAGEMENT 





Your firm’s value lies in its residual revenue 
stream, and the easier it is for your exist- 
ing partners or another firm to continue 
to service that revenue stream without you, 
the more value you have to offer. This 
means that your practice needs to be lever- 
aged through talented professionals other 
than yourself to allow you to leave and the 
clients to stay. If your business is just about 
you with no support or backup, you have 
a serious flaw that must be reckoned with. 

To ensure a smooth transition, firms 
must focus on a training and development 
culture that applies to all of their people— 
not just partners. Given the current de- 
mographic trends, it’s likely that even in an 
uncertain economy everyone will contin- 
ue to want to hire professionals with six to 
10 years of experience. Rather than com- 
peting for those candidates, hire interns 
today and start developing them on an ac- 
celerated schedule so they end up with the 
equivalent of six to 10 years of experience 
in four to six years’ time. 


= Mapper retirement age ee 


working for the firm (46%) 


- obligations (54%) 


| Other (5%) 


Source: The 2008 PCPS Succession eg 
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_ According to The 2008 PCPS Sue ssicrl Sung, mliown firms include these te 
elements in their retirement agreements: _ : res tatiponen 








a hae cole anangemenshitvations allowin - retirin: 


® Personal liability. of remaining owners for retir 
a ‘Specific recourse or cures should a retired owner not 
os Ability of retired owners to block 1 mergers or total sale 3 the business unless 
_ retirement obligation is paid in full prior to transaction a 1%). fis 
so Ability of retired owners to block the sale of a line of business unless retire- te a 
ment obligation is paid in full prior to transaction (6%) 
i Ability of existing partners to change the retirement benefit of Aenring part-— 
_ “mers due to improper client transition (18%) 
Key person insurance to cover outstanding cei eas of retirement ene 


—™® Acts that can trigger | forced retirement of an owner (illegal Denies) (62%) | 
ss. Acts that can trigger forced retirement of an owner (misconduct such as sexual | 
| harassment, public embarrassment of the firm, etc.) (57%) 
~ @ Acts that can trigger forced retirement of an owner (lack of performance) (31%) 
| s Acts that can trigger forced retirement of an owner (owner disability) (52%) 


As part of this process, firms must in- 
vest in the future development of their peo- 
ple by dedicating sufficient resources to 
training, information technology and mar- 
keting. Investing in your firm now can en- 
sure successful succession planning and 
transition to new leaders when existing 
partners retire. Firms need to: : 

™@ Continue to develop strong techni- 
cal accounting skills at every level 
within their organizations. 

@ Develop managerial leadership 
skills throughout the organization. 

™@ Use technology to make the most of 
every hour their people work. 

@ Invest in creating and maintaining a 
firmwide marketing engine that gen- 
erates referrals of new clients and 
new work from existing clients. 

Without nurturing these types of talents 
and skills, a firm may find itself at the 
mercy of one person. It will be held hostage 
by a rainmaker, an exceptional technician 
or a workaholic, instead of being a healthy 


artner 











taPetecs 










t 
| 
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organization of well-trained professionals. 

Have partner/retirement agreements 
recently been updated? The survey con- 
firmed that this is a critical issue for firms— 
63% of respondents expect at least one 
owner to retire in five years. More troubling, 
32% of these firms will have retiring part- 
ners leaving in the next five years. Of these 
retiring partners, more than half of those 
characterized as the “most senior owner” are 
60 or older. These figures indicate the sheer 
magnitude of the number of partners retir- 
ing over the next several years and the need 
for firms to formalize agreements. Further, 
to promote new leaders, an effective retire- 
ment process must be in place. 

Exhibit 3 shows some of the key ele- 
ments of a partner retirement agreement, 
along with data on the percentage of firms 
that actually incorporate them into their 
own agreements. The necessary compo- 
nents of an agreement will vary by firm, but 
CPAs should at least consider all of these 
possible elements when creating their own 
agreements. The retirement agreement 
should be updated whenever there is a sig- 
nificant change in the firm (such as the ad- 
mission of new partners or a merger or ac- 
quisition). Absent significant change, 
agreements should be reviewed annually to 
ensure they are up to date and reflect the 
firm’s changing demographics. 

Does your compensation plan support 
your strategic and succession goals? Firms 
can use a clear compensation plan to pro- 
vide incentives that motivate staff to grow 
into future leaders. Specifically, the plan 
should reward people for taking on new re- 
sponsibilities, developing others, driving 
the firm’s strategy and demonstrating lead- 
ership. Compensation systems should be 
performance-based and include both ob- 
jective and subjective factors to allow the 
greatest flexibility. 

As mentioned earlier, partner account- 
ability is established through a partner com- 
pensation plan that rewards them for doing 
what is required under the firm’s strategy 
and punishes them for not doing what is re- 
quired. Compensation might be based on 
new business developed, the profitability of 
a partner’s business, successful cross-selling 
efforts and the growth of a current client's 
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business. The system should also be de- 
signed to reward partners for functioning 
as client relationship managers and suc- 
cessfully delegating work to their staff. For 
retiring partners, the compensation system 
needs to get them to focus on the transi- 
tioning aspects of their roles as well. See Ex- 
hibit 4 for some common elements of a 
partner compensation system. 

An effective compensation plan can help 


















'& Salary or base draw (82%) 
© Ownership percentage (48%) 


tv New business developed (34%) 


© Billable/collectible hours (32%) 
© Profitability of book (30%) 


® Capital accounts (20%) 
™ Training/development of staff (19%) 
™@ Profitability of department (11%) 


tj Client satisfaction goals (9%) 
® Other (9%) 


Source: The 2008 PCPS Succession Survey. 


A bout the Survey 


® Size of the owner's client book or fees managed (34%) 


®™ Cross-selling other services into your client base (14%) 
i Business transferred to other partners/managers (13%) 


@ Leverage of work being done (ratio of partner to staff work) (10%) _ 


firms accomplish their strategic goals and 
meet succession planning objectives. 


GETTING STARTED 

Has your firm been proactive in making 
strategic decisions about succession, or 
will you be playing catch-up when part- 
ners begin to retire? The good news is 
that even if you haven’t created a work- 
able plan, it’s not too late to begin. Get 


ere 


Sualeea Elements of Successful —_— 
Compensation systems 


According to The 2008 PCPS Succession Survey, multiowner firms include the 
following elements in their partner compensation systems: ‘ 


™@ Performing certain identified firm functions (29%) Se 
®@ Growing the business with a current client (21%) a 









The AICPA Private Companies Practice Section (PCPS) conducted The 2008 
PCPS Succession Survey to gauge how firms are handling succession planning. 
The survey, administered by the Succession Institute LLC, was distributed to 
more than 6,000 PCPS member firms nationwide using a Web-based survey 
tool. Approximately 500 member firms participated. Of the participating firms, 
sole proprietors’ annual revenues ranged from $44,000 to $1.9 million, while 
multiowner firms reported annual revenues ranging from $100,000 to $120 
million. Sixty-five percent of sole proprietors answering the survey were 55 or 
older; 60 was the average age of the most senior partner at multiowner firms. 
The survey results were released in March 2008 and confirmed that given the 
number of owners from the baby boomer generation who will retire within the 
next 10 years, it is critical that practitioners begin succession planning now to 


secure their firm’s future. 













started now with a planning session on 
key issues such as long-term strategy, 
partner roles and responsibilities, lead- 
ership development, compensation and 
retirement. The steps you take today can 
help to accomplish a successful transition 


down the road. -  % 
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JofA article 









“Letting Go: Evaluating and Firing ( Client: 
Jan. 08, page oe ; 


Publications 5 
m= Compensation as a Sree Asset: TI 
New Paradigm (#090493) | 
@ Securing the Future: Building a Succes- 
sion Plan for Your Firm (#090486) i: 


CPE. 
Succession Planning: Strategies to Prot s 
the Value of Your Firm, a CPE self-study 3 
_ course a 80321) ps 
For. more information or to place an orde 
a go to www.cpa2biz.com or call the Insti- 
tute at 888- 777- 7077. 


private Companies Practice Section — 
The Private Companies Practice Section __ 
(PCPS) is a voluntary firm membership — 
section for CPAs that provides member “i 
firms with targeted practice management 
tools and resources, as well as a strong, 
collective voice within the CPA profession. 
Visit the PCPS Firm Practice Center at 
www.aicpa.org/PCPS. PCPS members _ 
will find information relating to succession 
including: selling or merging a firm, groom: | 
ing future leaders for internal transition, or 
turning out the lights at retirement. For _ 
more information on these issues andto 
read The 2008 PCPS Succession Survey, 
go to http://pcps.aicpa.org/ Resources/— 
Succession } Manning: 
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Publications 

@ At the Crossroads: The Renmeben 

CPA Firm That Nearly Crashed, Then — vi 
Soared, by Gale Crosley, CPA, and Debbie i 
Stover, John Wiley & Sons Inc., 9008-4) 1 
m Exiting Your Business, Protecting ue 
Wealth: A Strategic Guide for Owners and _ 
Their Advisors, by John M. ee John 

Wiley & Sons Inc., 2008 
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Properly apply new FASB Staff Position 
EITF 99-20-1 to your investment securities. 


by Thomas G. Rees and Kenneth FE. Fick 


s if a recession, the credit crisis and the housing downturn were | Some market analysts and members of the 


4 financial press have blamed U.S. GAAP’s 
not causing enough stress, many companies, and their ac- | . ¥ S 
fair value accounting requirements for ex- 


countants and auditors, must also consider an accounting issue | a .erbatin @ financialleater ince Dik 
that has become increasingly pressing—should their investments be | Frequently, critics attribute the problem to 
considered “other-than-temporarily impaired”? This issue is relevant not | the application of FASB Statement no. 157, 
only for financial institutions but for any company that holds corpo- | Fait Value Measurements, However, State- 
he ment no. 157 provides guidance on how to 

rate debt, structured investment securities (CDOs, mortgage-backed 


measure fair value, not when assets should 
and other asset-backed securities) or equities. be recorded at fair value. 
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The real controversy comes from ac- 
counting standards that require entities to 
measure certain assets or liabilities at fair 
value. During market downturns, the 
accounting requirements relating to recog- 
nition of impairment on investment secu- 
rities become especially contentious. These 
rules require accountants to make subjec- 
tive assessments in determining when im- 
pairment should be considered “other than 





temporary,” and if so, to write down the im- 
paired asset to its fair value with a charge 
to current-period earnings. Companies are 
generally reluctant to take such impairment 
charges because once a new cost basis is 
established from the write-down, any sub- 


“sequent appreciation in fair value of the 


impaired security may not be recognized 
until the security is sold. At the same time, 
the decision not to recognize impairment 


is subject to close scrutiny by analysts and 
regulators. 

This article discusses current account- 
ing requirements relating to the assessment 
of impairment of equity securities with 
readily determinable fair values and all 
debt securities, including the effects of the 
recently issued FASB Staff Position no. 
EITF 99-20-1, Amendments to the Impair- 
ment Guidance of EITF Issue No. 99-20. It 
also summarizes the disclosure require- 
ments for securities that have fair values 
below recorded cost. While there are no 
“bright lines” for making the impairment 
determination, this article summarizes the 
authoritative accounting guidance and re- 
iterates some of the previously stated SEC 
staff views on the matter. In addition, this 
article provides some practical considera- 
tions that may help entities avoid un- 
wanted scrutiny about their impairment 
decisions. 


MoRrE CHANGE IN THE WIND 
FASB recently added a project to its agen- 
da, titled “Recoveries of Other-Than- 
Temporary Impairments (Reversals),” 
which could significantly affect account- 
ing for impairment on securities. In a re- 
lated project, the FASB recently issued FSP 
FAS 107-a, Disclosures about Certain Fi- 
nancial Assets, to increase the comparabil- 
ity of certain financial instruments that 
have similar economic characteristics but 
different measurement attributes. All of 
these efforts reflect FASB’s effort to improve 
the accounting and reporting for financial 
instruments while moving toward con- 
vergence with IFRS. 


CATEGORIES OF INVESTMENT 
SECURITIES 
FASB Statement no. 115, Accounting for 
Certain Investments in Debt and Equity 
Securities, is the authoritative accounting 
guidance for investments in debt and eq- 
uity securities with readily determinable 
fair values. Statement no. 115 requires en- 
tities to classify investment securities into 
one of three categories upon acquisition: 

m Held-to-maturity (HTM) 

m Trading 

g Available-for-sale (AFS) 
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In addition to defining the three clas- 
sifications of securities, Statement no. 115 
requires entities to assess their AFS and 
HIM securities each reporting period to 
determine whether declines in fair value 
below book value are to be considered 
other than temporary. Trading securities 
are marked to fair value each reporting pe- 
riod and are not subject to ongoing im- 
pairment analyses since their unrealized 
losses (if any) have already been included 
in earnings. 

If impairment is considered other than 
temporary, the holder must write down the 
cost basis of the impaired security to fair 
value. The amount of the write-down is in- 
cluded in earnings as a realized loss, and 
a new cost basis is established for the se- 
curity. Any subsequent recovery in fair 
value is not recognized in earnings until 
the security is sold. 


PROCESS FOR ASSESSING 
IMPAIRMENT 

Two accounting models are used to assess 
impairment on securities, and until recently, 
they were very distinct. One model is de- 
fined in Emerging Issues Task Force Issue 
no. 99-20, Recognition of Interest Income and 
Impairment on Purchased Beneficial Interests 
and Beneficial Interests That Continue to Be 
Held by a Transferor in Securitized Financial 
Assets, and applies to credit-sensitive 


mortgage and other asset-backed securities 
and certain prepayment-sensitive securities. 
For all other securities, except investments 
accounted for under the “equity” method, 
entities follow the approach in paragraph 
16 of Statement no. 115 that is further 
explained in FSP FAS 115-1 and FAS 124- 
1, The Meaning of Other-Than-Temporary 
Impairment and Its Application to Certain 
Investments. 


THE FASB 115 MODEL 


FAS 115 and its amendments provide a 

three-step process for determining whether 

impairment should be considered other 
than temporary. 

1. Determine whether the investment is 
impaired. An investment is impaired if 
its fair value is less than its amortized 
cost basis (book value). The cost basis 
of an investment includes adjustments 
made for accretion, amortization, other 
impairments and hedging. Entities 
should make this assessment at the in- 


dividual security level each reporting . 


period. (FSP FAS 115-1 also discusses 
how to assess impairment on “cost 
method investments.” The steps for as- 
sessing impairment are essentially the 
same as for marketable equity securities 
and debt instruments, but because the 
fair value of cost method investments 
may not be readily available, FSP FAS 
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115-1 describes a different approach for 
obtaining fair value and the related dis- 
closures.) 

2. Evaluate whether the impairment is 
other than temporary. Entities must 
evaluate impairment based on specific 
factors including the nature and extent 
of the decrease in fair value of the se- 
curity below cost. This is a subjective as- 
sessment that is discussed in more detail 
below. 

3. If the impairment is other than tem- 
porary, recognize an impairment loss 
equal to the difference between the in- 
vestment’s cost and its fair value. The 
amount of the write-down is the differ- 
ence between amortized cost and the 
fair value of the investment on the bal- 
ance sheet date. When impairment is 
recognized, the fair value of the im- 
paired security becomes the new cost 
basis of the investment, and subsequent 
recoveries in fair value are not recog- 
nized in earnings until the security is 
sold or matures. 


THE REVISED EITF 99-20 
MODEL 

The previous EITF 99-20 model was 
more stringent than the Statement no. 
115 model because it was triggered by 
any adverse change in the estimated tim- 
ing or amount of cash flows that “market 


@® Accounting guidance re- 
quires entities to categorize an 
investment security into one of 
three categories upon acquisi- 
tion: held to maturity (“HTM”), 
trading, or available for sale 
(“AFS’). In addition to defining 
the three classifications of securi- 
ties, an entity is required to as- 
sess both the classification of 
AFS and HTM securities each re- 
porting period and to determine 
whether any declines in fair value 
below amortized cost should be 
considered other than temporary. 
§@ There are two primary ac- 
counting models for assessing 
impairment on securities. EITF 
99-20 applies to all credit-sensi- 


—_— ee SSS 


tive mortgage- and asset-backed 
securities and certain prepay- 
ment-sensitive securities and FAS 
115 applies to all other securities, 
except investments accounted for 
under the equity-method. Subse- 
quent to the issuance of FSP 
EITF 99-20-1, the models are es- 
sentially the same. 

& Companies must disclose, 
(in tabular format) the amount 
of unrealized losses and the 
aggregated fair value of in- 
vestments with unrealized 
losses in investment securities 
whose fair value is less than 
book value and for which an 
other-than-temporary impair- 
ment charge has not been 
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taken. Additional narrative dis- 
closure is required to provide 
insight into an entity's rationale 
for concluding that existing 
impairment(s) is temporary. 

&@ Entities should consider all 
available evidence in deter- 
mining whether an other-than- 
temporary charge should be 
recognized. Greater weight 
should be placed on evidence 
that is objective and verifiable 
than subjective assumptions. 
The application of a “bright line” 
or “rule of thumb” test is not 
appropriate. 

®@ Entities should employ a 
systematic methodology that is 
applied consistently and includes 


formal documentation of the fac- 
tors considered when assessing 
impairment. 


Thomas G. Rees, CPA, CFA, CFE, 
is a managing director and Kenneth 
F. Fick, CPA/ABYV, is a director in 
the forensic and litigation practice 
of FT! Consulting Inc. Their e-mail 
addresses, respectively, are 
thomas.rees@fticonsulting.com 
and ken.fick@fticonsulting.com. 


The views expressed in the article 
are the authors’ and are not neces- 
sarily representative of FTI 
Consulting Inc. 
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participants” would use as opposed to the 
more subjective assessment of whether 
impairment is other than temporary. The 
application of this model resulted in out- 
comes that some practitioners considered 
inappropriate because it did not permit 
management to consider the probability 
that all previously projected cash flows 
would be collected. For example, recent- 
ly, there has not been an active market for 
CDOs and certain other structured mort- 
gage securities. While most cash flow 
models indicate there have been adverse 


115-1 requires entities to disclose the 
amounts of unrealized losses and the ag- 
gregated fair value of investments with un- 
realized losses. These disclosures should 
be segregated into two buckets—those in- 
vestments that have been in a continuous 
unrealized loss position for less than 12 
months and those that have been in a con- 
tinuous unrealized loss position for 12 
months or longer. The reference point for 
determining how long an investment has 
been in a continuous unrealized loss po- 
sition is the balance sheet date of the re- 


FASB issued FSP EITF 99-20-1 to more closely 
align the EITF 99-20 impairment model with that of 


Statement 115 and its implementation guidance. 


changes in the projected cash flows of 
these securities, the present value of those 
cash flows may be significantly higher than 
the observed fair value of the security in 
an. illiquid market. In these situations, 
some practitioners believe that application 
of the EITF 99-20 model resulted in recog- 
nition of an impairment loss that would 
not have been required for similar securi- 
ties under the FAS 115 approach. 

On Jan. 12, 2009, FASB issued FSP 
EITF 99-20-1 to more closely align the 
EITF 99-20 impairment model with that 
of Statement 115 and its implementation 
guidance. By eliminating the key distinc- 
tions between the two models, the amend- 
ment results in more consistent criteria for 
determining whether an other-than-tem- 


porary impairment has occurred for all se- 


curities. Specifically, FSP EITF 99-20-1 
replaces the requirement to use market par- 
ticipant assumptions when determining fu- 
ture cash flows and instead, requires an 
assessment of whether it is probable that 
there has been an adverse change in esti- 
mated cash flows (see Exhibit 1). 


DISCLOSURE REQUIREMENTS 

An important aspect of an entity’s ac- 
counting for securities is the disclosures it 
makes about securities that are “under- 
water” (securities whose fair value is less 
than book value). Specifically, FSP FAS 


porting period in which the impairment is 
initially identified. Exhibit 2 provides an 
example of the required disclosure. 

Entities must disclose additional infor- 
mation (in narrative form) in the notes to 
the financial statement to provide insight 
into the company’s rationale for reaching 
the conclusion that existing impair- 
ment(s) is temporary. Such additional in- 
formation may include: 

(1) The nature of the investment(s). 

(2) The cause(s) of the impairment(s). 

(3) The number of investment posi- 
tions that are in an unrealized loss 
position. 

(4) The severity and duration of the im- 
pairment(s). 

(5) Other evidence considered in 
reaching its conclusion that the in- 
vestment is not other-than-tem- 
porarily impaired. 

In addition, the SEC staff noted in its 
Noy. 30, 2006, Current Accounting and Dis- 
closure Issues in the Division of Corporation 
Finance (Nov. 30, 2006 SEC Guidance), 
that a recognized or potential other-than- 
temporary impairment may require dis- 
cussion in the management's discussion 
and analysis (MDG&A) section of SEC fil- 
ings if the amount of loss or potential loss 
is material, or in certain other circum- 
stances, where discussion would be nec- 
essary to provide the reader with an 





understanding of financial condition or re- 
sults of operations. 

Arguably, the focus of these disclosure 
requirements suggest a presumption that 
securities that are underwater for an ex- 
tended period of time should generally be 
considered other-than-temporarily im- 
paired unless there is a reasonable justifi- 
cation for concluding that the recorded 
value will ultimately be realized. The dis- 
closure requirements suggest an important 
threshold is 12 months, but in practice 
many companies have securities that have 
been underwater for 18 to 24 months and 
do not consider them to be other-than- 
temporarily impaired. 


EVALUATING 'OTHER-THAN- 
TEMPORARY” IMPAIRMENT 

In its discussion about impairment, para- 
graph 16 of Statement no. 115 indicates: 
“For example, if it is probable that the in- 
vestor will be unable to collect all amounts 
due according to the contractual terms of 
a debt security not impaired at acquisition, 
an other-than-temporary impairment 
should be considered to have occurred.” 
In making the assessment, the holder must 
consider all available evidence, including 


Does “Other Than 
Temporary’ Mean 


‘Permanent’? 


No. Staff Accounting Bulletin (SAB) 
no. 59, codified as SAB Topic 5.M, 
Other Than Temporary Impairment 
of Certain Investments in Debt and 
Equity Securities, was issued to 
specifically address the phrase 


“other than temporary.” The SEC 
staff stated that it “believes that the 
FASB consciously chose the phrase 
‘other than temporary’ because it 
did not intend that the test be ‘per- 
manent impairment.’ ” Put another 
way, in certain circumstances, enti- 
ties may need to recognize an im- 
pairment charge, even if a security 
is not permanently impaired. 
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Exhibit 2 


Not Been Recognized 






Description of Securities 


U.S. Treasury obligations and direct 
obligations of U.S. government 
agencies 


Federal agency mortgage-backed 
securities 


Corporate bonds 
Marketable equity securities 


Investments in equity securities 
carried at cost 


Total 










Adapted from A Guide to Implementation of Statement 115 on Accounting for Certain Investments in Debt and Equity 





the issuer’s financial condition and near- 
term prospects, the severity and duration 
of the decline. in fair value, and the in- 
vestor’s intent and ability to hold the in- 
vestment for a reasonable period of time 
sufficient for a forecasted recovery. 

The SEC staff indicated in its Nov. 30, 
2006, guidance and previous guidance 
that it is inappropriate to apply “bright 
line” or “rule of thumb” tests in making the 
assessment, So accountants must use judg- 
ment. Because the decision about whether 
the decline in fair value of a security is 
other-than-temporary is subjective, it often 
is included as a critical accounting as- 
sumption in the notes to the financial 
statements, particularly for companies 
with significant investment portfolios. 

Even though FSP FAS 115-1 is the de- 
finitive accounting guidance on the mean- 
ing of other-than-temporary impairment, 
it refers to other accounting literature for 
guidance in evaluating impairment. Simi- 
larly, both Statement no. 115, and the FASB 
staff implementation guidance relating to 
Statement no. 115 refer to SEC Staff Ac- 
counting Bulletin (SAB) no. 59, codified as 
SAB Topic 5.M, Other Than Temporary Im- 
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pairment of Certain Investments in Debt and 
Equity Securities (SAB 59), and Statement 
on Auditing Standards no. 92, Auditing De- 
rivative Instruments, Hedging Activities, and 
Investments in Securities (SAS no. 92), for 
guidance. 

In addition to the factors mentioned 
above, SAB 59 and SAS no. 92 identify sev- 
eral factors that indicate other-than-tem- 
porary impairment of a security’s value has 
occurred. These factors should be evalu- 
ated both individually and collectively and 
include: 

mw The length of time and extent to 
which the market value has been less 
than cost. 

@ The financial condition and near- 
term prospects of the issuer, includ- 
ing specific events which may affect 
the issuer's operations or future earn- 
ings. Examples include changes in 
technology or the discontinuance of 
a segment of the business. 

mw The intent and ability of the holder 
to retain its investment in the issuer 
for a period sufficient to allow for any 
anticipated recovery in market 

value. 


~ 
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m Whether a decline in fair value is 
attributable to adverse conditions 
specifically related to the security or 
specific conditions in an industry or 
geographic area. 

m The investee’s credit rating and 
whether the security has been down- 
graded by a rating agency. 

m Whether dividends have been re- 
duced or eliminated, or scheduled 
interest payments have not been 
made. 

m [he cash position of the investee. 

FSP EITF 99-20-1 provided addition- 


al guidance, reminding entities to consid- | 


er all available information relevant to the 
collectibility of the security, including “in- 
formation about past events, current con- 
ditions, and reasonable and supportable 
forecasts,” when developing estimates of 
future cash flows. 

Reporting entities should evaluate 
these factors, placing greater weight on 
evidence that is objective and verifiable 
than subjective assessments. While there 
are no bright lines in making such as- 
sessments, there are situations where the 
conclusion that an impairment is other 


Sn ceed 
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than temporary is relatively straightfor- 
ward. For example, if the issuer of a cor- 
porate debt instrument defaults on 
scheduled interest or principal payments, 
there is strong evidence that the debt is 
other-than-temporarily impaired. In ad- 
dition, based on SAB 59, if the investor 
does not have the intent or ability to hold 
an impaired security for a sufficient pe- 
riod of time to recover the recorded 
amount of the investment, an other-than- 
temporary impairment must be recog- 
nized. Accordingly, even if an unrealized 
loss is not severe, or has been of short du- 
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ration, an impairment charge should be 
recorded if the investor does not plan or 
is unable to hold the security long enough 
to realize the recorded amount. 

Because equity securities do not have 
contractual cash flows, they are evaluated 
differently than debt securities. The abili- 
ty to hold an equity security indefinitely 
is not, by itself, a sufficient basis for the 
holder to conclude that an impairment 
charge is not necessary. 

The federal government’s recent impo- 
sition of conservatorship on Fannie Mae 
and Freddie Mac provides an example of 
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other-than-temporary impairment of an eq- 
uity investment. As part of the takeover, the 
federal government received warrants en- 
abling the government to buy up to 79.9% 
of the common stock of those entities for 
$0.00001 per share. In addition, the divi- 
dends on Fannie Mae and Freddie Mac 
common stock were eliminated. Both of 
these conditions (extensive dilution of 
shareholder value through issuance of 
shares below the current market price and 
elimination of the dividend) provide ob- 
jective evidence that impairment is other- 
than-temporary. Accordingly, most entities 
that held Fannie Mae or Freddie Mac com- 
mon stock recognized impairment charges 
in financial statements in the periods im- 
mediately after the conservatorship was 
announced. 

In limited circumstances, the SEC has 
provided guidance related to specific types 
of securities. For example, in October 2008 
the SEC provided guidance on perpetual 
preferred securities (preferred stock that has 
“debt-like” characteristics such as regular 
dividends, call features, debt-like credit rat- 
ings and are priced like other long-term 
callable bonds) allowing entities to account 
for such equities as debt in certain limited 
circumstances. 

The SEC indicated that an entity may 
avoid recognizing an other-than-tempo- 
rary impairment for these types of securi- 
ties by asserting that it has the intent and 
ability to continue holding the security for 
a sufficient period to allow for an antici- 
pated recovery in market value as long as 
the decline in fair value is not attributable 
to the credit deterioration of the issuer. 
This guidance should be applied with the 
same rigor as the evaluation of all other 
debt or equity securities held by a com- 
pany in order to ensure the application of 
substance over form. 


PRACTICAL CONSIDERATIONS 

Because assessing impairment requires 
estimating the outcome of future events, 
accountants making such decisions may 
be subject to second-guessing. A compa- 
ny’s policy regarding recognition of im- 
pairment on investment securities is often 
considered a critical accounting estimate 


hE 


54 Journal of Accountancy March 2009 


www,journalofaccountancy.com 





FINANCIAL REPORTING 





and is disclosed as such in the MD&A sec- 
tion of SEC filings. 

Given the judgment required in this 
area, auditors and the SEC focus on man- 
agement’s reasoning for their impairment 
decisions when reviewing companies’ fil- 
ings. Because of its importance, the SEC 
staff has frequently addressed this issue in 
communications with the industry, 

For example, in the Noy. 30, 2006, 
guidance, the SEC staff states that, “the 
Commission expects registrants to employ 
a systematic methodology that includes 
documentation of the factors considered.” 
Accordingly, companies should have a for- 
mal approach requiring that all available 
information be considered when assessing 
impairment. The approach should place 
greater weight on objective evidence as op- 
posed to subjective factors. Entities must 
apply that approach consistently and doc- 
ument the factors considered in reaching 
their conclusions. For example, assump- 
tions regarding macroeconomic conditions 
or entity-specific factors or events that 
were considered in assessing the issuers’ 
operations and future earnings should be 
specifically documented. 

To avoid unwanted scrutiny, entities are 
encouraged to adopt a formal accounting 
policy requiring: 

@ Evaluation of impairment on a quar- 

terly basis. 

= Consistent application of a systematic 

and rational methodology. 

m Identification of the factors to be con- 

sidered in completing the analysis. 
= Documentation of the factors consid- 

ered and the basis for the conclusions 

reached for each security evaluated. 

In addition, entities may be able to re- 
duce investor and counterparty concerns 
about unrecognized impairment by pro- 
viding detailed disclosures about their in- 
vestments. 

At the annual AICPA National Confer- 
ence on Current SEC and PCAOB Devel- 
opments held in December 2008, SEC staff 
members provided suggestions about the 
type of detailed disclosures entities should 
consider, including: 

m Separate identification of other-than- 

temporary impairments caused by 


credit-related issues from those 
caused by other factors, such as the 
absence of an ability or intent to hold 
a security to maturity. 

m The nature of collateral underlying 
structured securities, including the 
types of assets, year of origination, 


their credit.ratings and credit en-_ 


hancements. 

@ Information about how illiquidity was 
considered in determining the amount 
of impairment, including the specific 
assumptions used, their rationale, and 
how they evolved as a result of market 
conditions. 

Such information, if provided with ap- 
propriate context, may help ease the mar- 
ket’s uncertainty regarding management’s 
estimates. 


CONCLUSION 
The accounting rules for evaluating im- 
pairment on investment securities are 
subjective and require considerable judg- 
ment. Impairment decisions are particu- 
larly controversial in times of economic 
downturns and market stress, much like 
the current environment. While there are 
no bright lines for making impairment de- 
cisions, there are situations where the need 
to recognize impairment is obvious. Ab- 
sent these situations, judgment is required 
and entities making those judgments will 
be subject to scrutiny from investors, 
counterparties and regulatory authorities. 
Companies may be able to reduce in- 
vestor and counterparty concerns about 
unrecognized impairment by having for- 
mal policies that are applied consistently, 
documentation that summarizes the factors 
considered and the basis for the conclu- 
sions reached, and meaningful disclosures 
that enable market participants to assess an. 
entity’s rationale for concluding that the 
recorded value of the securities will ulti- 
mately be realized. % 
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Today’s 6 Red Flags for Auditors 


And 2 hot topics: Fair value and Impairment 


Adapted from the new Audit Risk Alert, Current Economic Crisis: 
Accounting and Auditing Considerations 


I" these difficult economic times, it’s more critical than ever for auditors to understand the 
rapidly changing business, economic, and regulatory environments their clients operate in. 


Obtaining an understanding of your client and their environment has become complicated by the 
rapidly changing economic environment, creating additional risk factors. 


The U.S. is experiencing great economic instability and the U.S. government is taking unprec- 

edented actions in efforts to curtail the economic crisis. The National Bureau of Economic Research — Pr 
officially declared that the U.S. entered into a recession in December 2007. The U.S. governmentis  *" 
facilitating sales of ailing financial institutions, has passed the Emergency Economic Stabilization 
Act of 2008, is rescuing U.S. automakers, and dramatically increasing the monetary programs available from the Federal ee 


In this environment, auditors must be aware of, among other risks, possible significant measurement uncertainty, including 
accounting estimates and fair value measurements. 


Key risks may include: 
1. Constraints on the availability of capital and credit 4. Use of off-balance-sheet financings 
2. Going concern and liquidity issues 5. Special-purpose entities and other complex 


3. Marginally achieving explicitly stated strategic objectives Prancing alrangena 


6. Volatile real estate markets 


While many of these risks are not new to business, auditors should be considering the many ways that clients could be affected by 
external forces. In addition, auditors may modify their audit procedures to ensure risks are still addressed adequately. 


Hot Topics: Fair Value and Impairment 


Among the causes that have been cited for the economic crisis, FASB Statement No. 157 on fair value has received a great deal of 
attention. FAS 157 defines fair value and establishes a framework for measuring fair value, but it does not dictate when an entity 
must measure something at fair value, nor does it expand the use of fair value in any way. It lacks guidance in applying fair value 
in an illiquid or distressed market, such as the current one. This lack of guidance has the potential to create inconsistencies in 
application by accountants and auditors. FASB and the SEC have jointly issued additional guidance to clarify for accountants and 
auditors in measuring fair vaiue in an illiquid market. 


Another important topic which has received increased attention in today’s economic environment is determining when an 
investment is other-than-temporarily impaired. It is important to note that other-than-temporary does not mean permanent. 
Determining whether an other-than-temporary impairment has occurred requires significant judgment based upon numerous 
considerations and GAAP does not provide any “bright lines” in making this conclusion. 





Adapted from the new Audit Risk Alert, Current Economic Crisis: Accounting and Auditing Considerations. Available at ww.cpa2biz.com 
1-888-777-7077. 
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Mergers & 
Acquisitions 
of CPA Firms 


Understanding the roadblocks to 


successful deals 
(Part 1 of 2) 


by Joel Sinkin and Terrence Putney 


espite the best intentions of all involved par- 

ties, some CPA firm mergers and acquisitions 

are not as successful as originally planned; in- 
deed, some end as failures. When viewed in perfect 
hindsight, it often seems that simple common sense, or 
lack thereof, was the reason for the success or failure of 
a deal. Unfortunately, there is no specific formula for 
structuring a perfect deal, but a good understanding of 
the potential hazards relating to the variables involved and 
planning for the unexpected can help your firm prepare 
a better deal structure and business plan. 


This article highlights some of the major 


reasons deals fail to meet the original | 


strategic, financial, and professional ob- 
jectives of the combining firms. A com- 
panion article in the April issue of the JofA 
will take a closer look and offer guidance 
for client and staff retention in mergers. 
The minutiae of certain details have pur- 
posely been eliminated as it is rarely the 
numbers (such as the size of the firms’ rev- 
enue) or a mergers financial terms that 
cause the failure. The lessons apply to 
firms of all sizes, whether a small one- to 
two-partner firm or a national firm. 


WHY SOME DEALS FAIL 


1. Affiliating for the wrong reasons 


PRACTICE MANAGEMENT 


A merger or an acquisition has a 
major impact on the partners, staff and 
clients of both firms. The potential M@A 
transaction should ideally result in a sig- 
nificant upside or solution to a major prob- 
lem. Merging to merely reduce overhead 
in one or both firms (for instance, to fill 
empty office space, spread technology 
costs, or utilize excess staff) is a reason for 
many mergers, but is often a poor foun- 
dation for an affiliation. It would be much 
less traumatic to just shed the excess costs 
or to set up a space-sharing arrangement be- 
tween the firms. 

Sometimes, the misconception that 
“bigger is better” can lead to a deal fail- 
ure. In many cases, bigger will be better 








only if the 
combined firm un- 
derstands and is prepared 
to take advantage of the benefits 

of scale, but realizes the efficiencies and 
efficacy of a larger firm is not automat- 
ic. On the other hand, some excellent 
reasons to merge, sell or acquire are 
planning for the succession for the own- 
ers of one firm, increasing a pool of tal- 
ent, Opening access to new marketplaces, 
and adding niche services or expanding 
the reach of existing specialties through 
cross-selling. 
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2. Deal structure 
A properly structured deal is one in which 
both firms win. If one party negotiates a 
tremendous package strictly to their bene- 
fit, this may potentially disenfranchise the 
other party and cause the deal to break 
down. 
For example, in an acquisition or equity 
buyout, the seller naturally wants to max- 
imize the value of years of sweat equity. 
But if the buyer is literally losing money 
during most, ifnot all, of the payout pe- 
riod, the acquiring firm could lose en- 
thusiasm for the deal. In the end, the 
buyer will be vital to ensuring that 
the seller receives the maximum 
buyout compensation possible. 
Buyers who wake up after clos- 
ing to find the deal is not prof- 
itable may start to jettison 
marginal clients, in extreme 
cases miss scheduled pay- 
ments, and generally pursue a path more 
likely to lead to trouble. 

Case study. An acquisition transaction 
was structured with a guaranteed purchase 
price set at closing. The deal did not con- 
tain a client retention adjustment for the 
seller (Firm A) to get paid on the buyers 
(Firm Bs) ability to retain clients. Despite 
this, the partners of Firm A, a $2 million, 
four-partner firm, informally agreed to stay 
on and work for an extended time even 
though they sold the practice at a fixed rate. 
The buyer, Firm B, a $10 million large local 
firm, assumed there was sufficient leverage 
in the compensation package to motivate 
the Firm A partners to perform post-ac- 
quisition. 









@@ A potential merger or acqui- 


After the deal, however, when the Firm 
A partners found themselves “lost in the 
shuffle” of the new firm, they decided to 
leave to pursue other careers outside pub- 
lic accounting. Firm B lost virtually all the 
clients acquired. If the deal had been prop- 
erly structured with appropriate client re- 


tention adjustments, this problem could’ 


have been avoided. The Firm A partners 
would have been financially motivated to 
stick out the transition. 

Effective retention adjustment periods 
can be limited to as little as one to two years 
all the way up to the entire payment peri- 
od in the agreement. The nuances of deal 
structure, including specifics on retention 
packages, are discussed in greater detail in 
“Price Equals Value Plus Terms,” JofA, Dec. 
04, page 67. 


3. Introducing change too quickly 

Some deals struggle because changes are 
made too soon in the way one of the firms 
operates. The successor firm in a merger 
should recognize in advance that staff and 
clients liked the way the other firm’s prac- 
tice was run. That's why they chose to do 
business or practice there. Both constituents 
will elect to remain with or leave a firm par- 
tially based on culture and comfort. In most 
markets, clients have a plethora of choices 
in picking an accounting firm. Further- 
more, it is difficult to find quality staff, es- 
pecially partners, who can be the hardest 
to replace. Don't take either of these re- 
sources for granted. Consider how opera- 
tional changes such as an office relocation 
might affect existing clients and/or how 
changes in compensation and benefit plans 


EXECUTIVE SUMMARY. 


one party negotiates a tremen- 


~ Was run. } 


@ The critical notion of firm 


could affect staff. These are examples of 
changes that, if implemented too soon after 
a merger, can hurt its overall success. 

Another major issue for clients is fees. 
Fees that historically have been set annu- 
ally that are immediately converted to a 
monthly cycle are an example of a modifi- 
cation that can hurt client retention. Of 
course, wholesale increases in the level of 
fees may be rejected if introduced too soon. 

Case study. A $1 million sole proprietor 
(Firm C) merged upstream into a $3 million, 
three-partner firm (Firm D) in a suburb of 
an East Coast metro area. Instead of con- 
sidering the current mode under which 
Firm C had been used to operating, Firm D 
immediately increased the fees of Firm Cs 
clients by about 25%. Firm C had allowed 
its staff members to work under a flexible 
policy, allowing files to be taken out of the 
office so staff members could work from 
home. Firm D did away with these privi- 
leges, and converted the software Firm C 
used in early January. This led to major frus- 
trations for the staff in doing client work dur- 
ing the combined firm’ first busy season. 
Following the end of busy season, three of 
Firm Cs six staff members left the firm. That, 
in combination with the fee increases, led 
to a 30% decrease in fees for Firm Cs clients 
due to a significant loss of their clients in the 
first year following the merger. 

Firm Cs former owner elected to de- 
merge following the second busy season. 
We were brought in as consultants after the 
fact to help Firm D solve its staffing short- 
ages as a result of the de-merger. It was 
clear that the two firms had inconsistent 
operating models to begin with, and Firm 


@ The agreements for most 
mergers should include the 


sition should ideally result in a 
significant upside or solution 
to a major problem. Merging to 
merely reduce overhead in one or 
both firms (for instance, to fill 


empty office space, spread tech- 
nology costs, or utilize excess 
staff) is often a poor foundation 
for an affiliation. 

@ A properly structured deal is 
one in which both firms win. If 
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. dous package strictly to its bene- 


fit, this may potentially disenfran- 
chise the other party and cause 
the deal to break down. 

@ Some deals struggle be- 
cause changes are made too 
soon in the way one firm oper- 
ates. The successor firm in a 
merger should recognize in ad- 
vance that staff and clients liked 
the way the other firm’s practice 


“culture” can take many forms, 
such as the level of services pro- 
vided to clients, the formality of 
how a firm operates (think dress _ 
codes, rigidity of staff schedules 
and office hours, and whether so- 
cializing is promoted in the of- 
fice), and expectations regarding 
the roles of partners and support- 
ing staff. 


ability to de-merge if the deal is 
not succeeding in either’s eyes. 


Joel Sinkin and Terrence Putney, 
CPA, are partners in Accounting 
Transition Advisors LLC. Their 
e-mail addresses, respectively, are 
Jsinkin@transitionadvisors.com and 
tputney @transitionadvisors.com. 
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notify varying groups of clients. 


“a 


Dss inflexibility and focus on the wrong 
things from the start, contributed to a failed 
merger. 


4. Culture 

The culture of two firms considering an af- 
filiation is often cited as a key to success for 
the deal. But culture can be a hard-to-de- 
fine intangible. Many firm leaders base their 
understanding of another firm’s culture on 
“knowing it when you see it.” However, 


there are some more specific ways to define . 


culture that should be considered. 

The way individual firms provide cus- 
tomer service is important to how clients 
define a firm’s culture—for example, some 
firms may “spoil” their clients by providing 
services that go above and beyond those of 
a normal firm. The formality of how a firm 
operates—including dress codes, rigidity of 
staff schedules and office hours, and even 
the manner in which staff are expected to 
address partners—can vary widely. Some 
firms promote socializing in the office. 
Other firms see this as a deterrent to pro- 
ductivity. Clients have expectations regard- 
ing the roles of partners and supporting 


60 Journal of Accountancy March 2009 


| Tips for a Successful Affiliation 


These tips can improve the chances for success in an affiliation: 

@ In an acquisition, the financial terms for the successor should create positive 
cash flow, hopefully from the beginning. This does not mean the selling firm 
has to accept less proceeds. A longer payout period may be sufficient. In a 
merger, both firms should usually contribute billed and unbilled receivables in- 
stead of one firm expecting to cash in. This will relieve the burden of carrying 
overhead until collections from combined operations start rolling in. 

@ Prior to a merger, both firms should have a complete business plan to which 
they are committed that addresses the combined name, marketing, roles of 
each partner and key staff member, a complete transition plan including the 
message that will be given to clients and staff, and the method to be used to 


@ Make sure culture is addressed early in the process. Employees transition best 
when their original work environment is maintained to the extent possible to 
accommodate existing policies and other operational features. 

Get help. If there are 50 things a person needs to know about making a deal 
successful, the smartest among us may only think of 35. Consult your peers 
who have gone through affiliations and find out what worked and what did 
not. Consider hiring an outside consultant with substantial experience in the 
mergers and acquisitions of accounting firms. A lawyer or consultant who has 
been involved in few deals or who doesn’t specialize in accounting firms may 
not give you access to all the expertise you need. 


staff, new business development, and what 
they can expect of supporting personnel 
members in the firm. These are all key com- 
ponents comprising a firm’s culture that 
should be considered prior to a merger. 

Case study. Firm E is a semi-national 
firm with more than $200 million in annual 
revenues that acquired a $3.5 million, two- 
partner firm (Firm F) with a construction 
niche that Firm E coveted for one of its local 
offices. The partners of Firm F were look- 
ing for the ability to focus on their niche, 
not succession. 

Governance became a problem. Firm F's 
partners were accustomed to operating with 
a large degree of autonomy, far less bu- 
reaucracy, and little accountability other 
than to their clients. Unfortunately, the pre- 
merger negotiations focused primarily on 
the deal’s financial aspects, such as partner 
compensation and partner retirement 
plans. Neither firm made it clear to the other 
what their expectations were regarding part- 
ner accountability, policies that would af- 
fect-staff, and governance. 

Firm E had gone through many suc- 
cessful mergers before. Its due diligence was 


quite thorough regarding workpapers, firm 
profitability, operating metrics, exposure 
and other quality control features. The cul- 
ture issues were left to the local office of 
Firm E. In his excitement to do the deal, the 
local Firm E partner-in-charge did not ad- 
equately discuss Firm Es culture, hoping 
that potentially controversial issues would 
work themselves out afterward. Unfortu- 
nately, these issues did not go away. Eight- 
een months later, one of Firm F's partners 
became frustrated and left to become CFO 
of one of the firm’ large construction 
clients. As a result, the merger was viewed 
as falling short of expectations. 

It is essential to openly discuss the cul- 
ture of both firms before a merger or an ac- 
quisition is pursued. This should be one of 
the first subjects broached in meetings to 
discuss a potential affiliation. During these 
preliminary discussions, ask questions that 
will make it possible to gauge whether the 
firms (or firm owners) share the same val- 
ues and visions. If you don’ feel comfort- 
able with what you learn, how do you think 
your staff and clients will relate to them in 
the event of a merger? 


5. De-merger clauses 
The agreements for most mergers should in- 
clude the ability for both firms to de-merge 
if the deal is not succeeding in either’s eyes 
(see “Untying the Knot: Planning for a De- 
Merger,” JofA, Oct. 07, page 46). There is 
clearly a trade-off between achieving the 
safety a de-merger clause creates and the 
risk that the ability to have an out will lead 
to slow integration of the two firms. Nor- 
mally a de-merger clause that has a one- or 
two-year limit is a good compromise. 
Case study. A $16 million Midwestern 
multioffice firm (Firm G) merged with a 
$2.7 million, four-partner firm (Firm H). 
One of Firm H's partners was seeking suc- 
cession within five years and another 
planned to leave in 10 years. The remain- 
ing two partners were young and looking 
for a long-term career with the combined 
firm. Within one year of the merger, the suc- 
cessor firm was approached by a larger re- 
gional firm (Firm 1), and the management 
team elected to merge. The two Firm H 
partners who were expecting to eventually 
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be bought out were concerned about their 
clients being retained by the larger firm 
(Firm 1) and, therefore, thought the value 
of their buyout might be decreased. One of 
the younger Firm H partners was not of- 
fered a position as partner by the larger firm. 
The merger agreement contained a de- 
merger clause that would allow either firm 
to unwind the deal. Firm H’s partners de- 
cided they could find an alternative for their 
long-term succession and career needs and 
elected to de-merge. Firm G went through 
with the merger with Firm I. 

Next month in Part 2 of 2: Guidance for client 


and staff retention in mergers. ~ 
ERS 
AICPA RESOURCES 
JofA articles 


Brlnding the Knot: Planning for a DeMerg: 
er, Oct. 07, page 46 

Bf “Two- -Stage Deals” March 06, page 43 

@ “Price Equals Value Plus Terms,’ Dec. 04, 
page 67 rN 


CPE 

Mergers, Acquisitions and Sales of Closely 
Held Businesses: Advanced Case Analysis, 
a CPE spe stidy.c course (#732863) _ 


Publications 

Il The Adviser's Guide to Mergers, deaier 
tions, and Sales of Closely Held Business- 
es: Advanced Case Analysis (#091027) 

@ Compensation as a Strategic Asset: ue 
New Paradigm (#090493) 

@ Mergers and Acquisitions Basics: The 
Key Steps of Acquisitions, Divestitures, and 
Investments (#W1675180) 

Securing the Future: Building a Succes- 
sion Plan for Your Firm (#090486) 


For more information or to place an order, go 
to www.cpa2biz.com or call the Institute at 
888-777-7077. 


Private Companies Practice Section 

The Private Companies Practice Section 
(PCPS) is a voluntary firm membership 
section for CPAs that provides member 
firms with targeted practice management 
tools and resources, as well as a strong, 
collective voice within the CPA profession. 
Visit the PCPS Firm Practice Center at 
www.aicpa.org/PCPS. The site also con- 
tains articles on mergers and acquisitions 
and The 2008 PCPS Succession Survey 
that highlights best practices for succes- 
sion and includes a special section for 
sole proprietors. The survey is available 

at http://pcps.aicpa.org/Resources/ 
Succession+Planning. 


10 Biepet Re Reasons sence Fai 


. Ego. Normally this is manifested in unwillingness on the part of the part- 


ners in both firms to adapt to the new way of doing things required to make 
a merger work. Even in the case of a much smaller firm merging into a larg- 
er one, there should be some give on both sides to allow for the formation 
of a cohesive and motivated team. 


. Firm name. The surviving name should be worked out before the merger is 


completed and a strategy developed for how the name change will be com- 
municated to the market, which is a critical part of the process. There are 
many hybrid methods such as creating a bridge entity, using the predecessor 
firm’s name as a byline in the letterhead, forming a new name combined 
from both names, and adopting a generic name. 


. Culture. While the larger firm’s culture usually primarily survives, adopting 


features of both firms’ cultures will normally lead to a better environment 
after the merger. 


. Change. Instituting change slowly wherever possible will lead to less impact 


on clients and staff and can help maximize the retention of both types of 
constituents. Mergers without high levels of staff and client retention often 
are not successful. 


. Inadequate capacity. In mergers where some partners may soon be leaving 


due to retirement or succession, or where there is planned staff attrition, 
professionals need to be replaced soon after the merger is effective. If the 
successor firm lacks the existing excess capacity to handle the new require- 
ments, and fails to execute on its plan to acquire new resources, in most 
cases the deal will eventually fail. 


. Staff transition. Staff are accustomed to their roles, the expectations the 


firm has for them, compensation level and methods, and perks and benefits. 
Maintaining the status quo for staff wherever possible will reduce the stress 
that change places on them and lead to higher acceptance and retention. 


. Technology. Normally, for a merged firm to start operating efficiently, tech- 


nology platforms have to be brought into conformity. However, a failure to 

invest adequate resources in upgrades, conversions and training can lead to 
poor execution of the technology transition, causing frustration and, in the 

end, higher costs. 


. Poor transition planning. All aspects of the operational transition must be 


thought out in advance. Otherwise, inadequate resources will be devoted to 
the execution, and the staging can be off, causing additional stress on the 
staff and clients. 


. Impatience. Some changes need to be introduced immediately; some things 


can wait. For example, the time and billing system is normally a core man- 
agement tool and must be adopted immediately whereas certain client serv- 
ice systems (such as write-up software or even tax prep software) can be 
phased in, especially after seasonally busy times of the year. Not forcing 
change for its own sake can lead to better acceptance and execution. 


10. Communication. Management teams that fail to fully communicate to the 


combined team the rationale for the transition plan, what is expected, and 
how to obtain help when it is needed may find people not executing the 
plan and resentment building. 
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Debt Crusader 


David Walker sounds the alarm for 


America’s financial future. 


David Walker is a man on a mission. As U.S. 
comptroller general, he used the bully pulpit to 
fuel a campaign of town hall meetings high- 
lighting the country’s ballooning federal deficit. 
The Fiscal Wake-Up Tour and the publicity it gen- 


er hopes the film will do for fiscal irresponsibility 
what Al Gore’s An Inconvenient Truth did for 
global warming—mobilize new citizen activists 
and pressure politicians to act. 

A year ago, Walker stepped away from the 
five-plus remaining years on his term as comp- 
troller general and head of the Government Ac- 
countability Office. He had been recruited by 
billionaire Pete Peterson, a co-founder of the pri- 
vate-equity fund The Blackstone Group, to be- 
come president and CEO of Peterson’s foundation. The Peter G. 
Peterson Foundation, a nonprofit to which Peterson has pledged 
$1 billion, focuses on issues such as the deficit, savings levels, en- 
titlement benefits, health care costs, and the nation’s tax system. 

Walker talked with the JofA recently about the deficit and the 
financial crisis. What follow are excerpts from that conversation. 


JofA: What did you hope to accomplish when you set out on 
your speaking tour and got involved with the documentary 
1.0.U.S.A., and what progress has been made on those 
goals? 
Walker: | have been to over 42 states, giving speeches, partici- 
pating in town hall meetings, meeting with business communi- 
ty leaders, local television and radio stations, and editorial boards 
with the objective of trying to state the facts and speak the truth 
about the deteriorating financial condition of the United States 
government and the need for us to start making some tough choic- 
es on budget controls, tax policy, entitlement reform and spend- 
ing constraints. And the good news is that people get it. The 
American people are a lot smarter than many people give them 
credit for—especially elected officials 

Well, a lot has happened since we started the Fiscal Wake-Up 
Tour. Two significant events would be the 60 Minutes piece, which 
ran twice in 2007, and that led to the commercial documentary 
1.0.U.S.A. (see a 30-minute version of the documentary at 
www.iousathemovie.com). So there’s a lot more visibility on our 
issue, and | think that’s encouraging. The other thing that has hap- 
pened is the recent market meltdown and bailouts of some very 





David Walker 


venerable institutions in the financial services industry have served 
to bring things home to America. The concept of “too big to fail” 
is just not reality anymore, and when you take on too much debt 
and you don’t have adequate cash flow, some very bad things can 
happen. 

Here’s the key. The factors that led to the mortgage-based sub- 
prime crisis exist for the federal governments finances. Therefore, 
we must take steps to avoid a super subprime crisis, which frankly 

would have much more disastrous effects not 
only domestically but around the world. 


JofA: How does the economic crisis affect 
your message and the outlook for the kind 
of wide-scale changes you think need to 
be made? 

Walker: What’ critical is that we take advan- 
tage of the teachable moment associated with 
the market meltdown and the failure of some 
of the most prominent financial institutions in 
the country to help the American people know 
that nobody can live beyond his means forev- 
er. And that goes for government, too. 

We have a new president, and therefore we 
have an opportunity to press the reset button, 
and I hope President Obama will do two things: 
That he will assure Americans that he will do what it takes to turn 
the economy around. I think it is critically important that he also 
focus on the future and be able to put a mechanism in place like 
a fiscal future commission so that once we turn the corner on the 
economy, we have a set of recommendations Congress and the 
president would be able to consider about budget controls, tax 
reform, entitlement reform—things that are clear and compelling 
that we need to act on. 

. Individuals need to understand that the government has over- 
promised and under-delivered for far too long. It is going to have 
to engage in some dramatic and fundamental reform of existing 
entitlement programs, spending policies and tax policies. The gov- 
ernment will be there to provide a safety net through Social Se- 
curity, a foundation of retirement security, and it will be there to 
help those that are in need. In general, most individuals are going 
to have to assume more responsibility for their own financial fu- 
ture, and the earlier they understand that the better off they are 
going to be. They need to have a financial plan, a budget, make 
prudent use of debt, save, invest their savings for specified pur- 
poses and, very importantly, preserve their savings for the intended 
purpose, including retirement income. 

I believe the government policies are going to have to en- 
courage people to work longer by increasing the eligibility ages 
for many government programs. So if people want to retire at an 
earlier age, they are going to have to plan, save, invest and pre- 
serve those savings for retirement purposes. 


JofA: You’ve called the current U.S. health care system 
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unsustainable. How can the system be fixed without neg- 
atively affecting the care Americans need? 

Walker: Our current health care system is not really a system. 
Its an amalgamation of a bunch of different things that have oc- 
curred over the years, and it’s unacceptable and unsustainable. 
We spend twice per capita what any other country on the Earth 
does. We have the highest uninsured population of any indus- 
trialized nation. We have below average health care outcomes. 
So the value of the equation just does not compute. 

We are going to need to do two things on health care. We 
are going to need to take some steps quickly to reduce the rate 
of increase in health care cost. We are also going to have to bet- 
ter target taxpayer subsidies and tax preferences for health care. 

We are also going to end up needing to move toward trying 
to achieve comprehensive health care reform that accomplish- 
es four key goals. First: achieve universal coverage for basic and 
essential health care—based on broad-based societal needs, not 
unlimited individual wants—that’s affordable and sustainable 
over time and that avoids taxpayer-funded heroic measures. Sec- 
ondly, the federal government has to have a budget for health 
care. We are the only nation on Earth dumb enough to write a 
blank check for health care. It could bankrupt the country. We 
have to have constraints. Thirdly, we need national evidence- 
based practice standards for the practice of medicine and for the 


AICPA Publications 
A complete guide to the latest 


financial reporting methods. 


issuance of prescription drugs to improve consistency, enhance 
quality, reduce costs and dramatically reduce litigation risks. And 
last, but certainly not least, we have to require personal re- 
sponsibility and accountability for our own health and wellness 
in a whole range of areas including obesity. 


JofA:; What drives you? 

Walker: My family-has been in this country since the 1680s, 
and I have ancestors who fought and died in the American Rev- 
olution. So I care very deeply about this country, and I am a big 
history buff. I believe you need to study history in order to learn 
from it in order not to make some of the same mistakes that oth- 
ers have made in the past. 

Secondly, I am only the second person in my direct Walker 
line to graduate from college. My dad was the first. Therefore, 
lam somewhat of an example of what someone can accomplish 
in this great country if you get an education, if you have a pos- 
itive attitude, if you work hard, if you have good morals and 
ethical values. 

My personal mission in life is to be able to make a difference, 
to try and make a difference in the lives of others, to try and 
help make sure our country stays strong, that the American 
dream stays alive, and that the future will be better for my chil- 
dren and my grandchildren. ~ 
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Bars Worlds? 


Timing is key in disposing of business property. 
by Ellen D. Cook, Dan R. Ward and Suzanne Pinac Ward 


ver the past several years many companies 
pursued extremely aggressive growth, re- 
sulting in an accumulation of fixed assets on 
balance sheets. Many of these assets (especially land 
and buildings) have enjoyed an unprecedented 
appreciation in value. However, the current recession 
and accompanying credit crunch have caught some 
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companies in a crisis of having to raise cash or face 
going out of business. For example, among the meas- 
ures General Motors Corp. was considering in late 
2008 to stave off bankruptcy was a plan to sell its new 
corporate headquarters in the landmark Renaissance 
Center in Detroit for approximately $500 million and 
to rent facilities there instead. 
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The credit crunch has also dramatical- 
ly affected small businesses. In a sur- 
vey of small and midsize businesses, 
the National Small Business Associa- 
tion found that two-thirds of the re- 
spondents had been affected by the 
credit crunch, with more than 30% in- 
dicating a decline in the conditions 
surrounding traditional bank loans. In 
fact, over half of the respondents lever- 
aged their loans using credit cards, per- 
sonal savings and home equity. As the 
economic downturn and credit crunch 
continue, asset leasing, combined 
with the disposal of selected assets, will 
be viewed as an increasingly viable op- 
tion to improve cash flows. 

Properly managing taxation of gains 
and losses on the disposal of such as- 
sets requires careful planning and 
analysis even in the best of times to 
maximize cash flows. Normally, it’s to 
your clients’ advantage to treat a taxable 
gain as long-term capital gain, to which 
lower rates apply, and a loss as an or- 
dinary loss, because it can be used to 
offset ordinary income. That’s exactly 
what IRC § 1231 allows. It covers the 
sale or exchange of both depreciable 
and real property held for more than 
one year that has been used in a trade 
or business. Also included is property 
involuntarily converted via destruction, 
theft, seizure or condemnation. 

A client’s failure to take advantage of 
these provisions can result in higher 





EXECUTIVE SUMMARY 








capital loss. Tax savings can 


















@ IRC § 1231 allows gains 
and losses from disposal of 
property used in a trade or busi- 
ness to be netted and a net 
gain to be treated as long-term 
capital gain and a net loss to be 
treated as an ordinary loss. 

@ Although it is generally in a 
taxpayer’s interest to recog- 
nize gains as capital and losses 
as ordinary, other tax provisions 
limit section 1231’s advantages 
and must be reckoned with by 
CPA advisers and their clients. 
These include the five-year 














“lookback” period for section 
1231 net losses that must be 
recaptured. Any section 1231 
gain is ordinary to the extent 
that it does not exceed any re- 
maining unrecaptured section 
1231 losses in the previous five 
years. 

§& Depreciation recapture pro- 
visions of sections 1245 and 
1250 can convert into ordinary 
income all or a portion of gain 
that would otherwise qualify as 
long-term capital gain under 
section 1231. Section 1245 


applies to depreciable personal 
property. Section 1250 applies 
to depreciable real property 
and, for property purchased in 
or before 1986, the difference 
between accelerated and 
straight-line depreciation. 

i Even though capital losses 
otherwise are limited to 
$3,000 per year for individuals 
(and to the extent of capital 
gains for corporations), it may 
behoove taxpayers to postpone 
a section 1231 gain beyond a 
tax year in which they claim a 


also result from delaying a sec- 
tion 1231 gain beyond a year in 
which the taxpayer recognizes a 
section 1231 loss. 


Ellen D. Cook, CPA, Dan R. | 
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taxes and, thus, in reduced after-tax 
cash flows. As this article shows, how- 
ever, rules governing recapture of net 
ordinary losses and depreciation com- 
plicate the picture. CPAs can help busi- 
nesses make the most of section 1231 
by timing the sale or disposal of assets 
to overcome these hurdles. 

For many companies, the impor- 
tance attached to the disposal of capi- 
tal assets has increased dramatically 
due to the forced sell-off of noncore as- 
sets to raise cash. In essence, companies 
are being forced to squeeze cash from 








in Net Gain 


disposes of two § 1231 assets: 


$15,000 net gain 


Tax at LTCG rates ($15,000 x 15%) 
Tax savings in 2009 


in Net Loss 


Assume that in 2009 an individual taxpayer is the sole shareholder of an S corporation that 


The net § 1231 gain is treated as a long-term capital gain and pooled with other long-term 
capital gains and losses. This example, however, assumes that there are no other capital 
gains and losses. The savings from capital rather than ordinary treatment are shown below. 


Tax at marginal ordinary income rates ($15,000 = 35%) 


Stee Section 1231 Netting Resulting _—) 


Assume that in 2009 the S corporation disposes of two § 1231 assets: 


$20,000 § 1231 gain 
(35,000) § 1231 loss 
($15,000) net loss 


The net § 1231 loss is treated as an ordinary loss. | 


the balance sheet. Planning and timing, 
to the extent possible, can enhance cash 
flows by turning what would be ordi- 
nary income under section 1221 from 
the sale of these business assets into po- 
tential long-term capital gain under sec- 
tion 1231. Moreover, these section 
1231 gains can be netted with other 
long-term capital gains or losses at year- 
end, and with gains perhaps being off- 
set by losses characteristic of a forced 
sale of other assets. If the netting 
process results in a net loss, section 
1231(a)(2) specifies that the gains and 


Exhibit 1 Section 1231 Netting Resulting 4 


$35,000 § 1231 gain 
(20,000) § 1231 loss 












Taxpayer in 
35% Bracket 


$5,250 




















Tax savings from ordinary loss treatment at 
marginal rates ($15,000 x 35%) 


Taxpayer in 
35% Bracket 


$5,250 









Had the loss been treated as a capital loss, it would have been netted with other capital 
gains and losses. If a net capital loss resulted from that process, only $3,000 of the total 
loss would have been allowed as a current deduction for an individual under IRC § 1211 (b). 
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losses shall not be treated as gains and 
losses from sales and exchanges of cap- 
ital assets; therefore, the individual 
gains and losses are treated as ordinary 
gains and losses. 

Exhibits 1 and 2 illustrate the tax 
savings available as a result of this fa- 
vorable treatment. Keep in mind that 
under current law for tax years 2009 
and 2010, taxpayers in the 10% and 
15% marginal ordinary income tax 
brackets pay no tax on net long-term 
capital gains, and taxpayers in the 25%, 
28%, 33% and 35% brackets pay a max- 
imum rate of 15%. 


LOOKBACK AND RECAPTURE 
While section 1231 appears to provide 
taxpayers with the best of both worlds, the 
Code imposes two restrictions that limit 
this favorable treatment: (1) section 
1231(c) recapture of net ordinary losses 
“lookback” rule), which prevents the tax 
benefits obtained from clustering gains 
and losses, and (2) the depreciation re- 
capture provisions of sections 1245 and 
1250 that convert all or part of what oth- 
erwise would be section 1231 gain into 
ordinary income. Corporate taxpayers 
must also contend with section 291 re- 
capture. 

The lookback rule requires taxpayers 
to recapture as ordinary income any of 
the current year’s net section 1231 gain 
to the extent that net section 1231 loss- 
es have been deducted in the preceding 
five years. Thus, while the lookback rule 
does not affect the amount of the gain, 
it does affect the character—ordinary in- 
come or capital gain. Exhibit 3 demon- 
strates the loss of tax savings due to the 
lookback rule. However, careful timing 
of the disposal of section 1231 assets can 
mitigate this problem, as illustrated in 
Exhibit 4. 

Under section 1245, which applies to 
depreciable personal property such as 
equipment, furniture and fixtures that is 
disposed of at a gain, all depreciation 
taken on the property (including section 
179 and bonus depreciation) is subject 
to recapture. Thus, section 1245 re- 
quires “full recapture” of all depreciation 
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taken (straight-line or accelerated) to the 
extent of the gain. 

On the other hand, the recapture 
provisions of section 1250 apply only 
to depreciable realty and only to the 
portion of depreciation taken that rep- 
resents the excess of accelerated de- 
preciation taken over straight-line 
depreciation. Because straight-line 
depreciation has been required for all 


























$15,000 net gain 


deducted by the owner as an ordinary loss. 


year lookback rule. 


Tax at LTCG rates ($15,000 x 15%) 
Loss of tax savings due to lookback rule 


Cost 

Accumulated depreciation 
Adjusted basis 

Selling price 

§ 1231 gain 


Individual Taxpayer 


Tentative § 1231 gain 
Recapture under § 1250 
Unrecaptured § 1250 
gain taxed at 25% 
Remaining § 1231 gain 
eligible for LTCG rates 










The company had disposed of a § 1231 asset in 2008 at a loss of $25,000, which was 


Therefore, rather than being netted with other long-term capital gains and losses, as was 
the case in Exhibit 1, the entire $15,000 gain is taxed as ordinary income under the five- 


Tax at marginal ordinary income rates ($15,000 x 35%) 


depreciable realty purchased after 
1986, there is no section 1250 recap- 
ture on that property, and the gain on 
its disposal is eligible for long-term 
capital gain treatment under section 
1231. However, to the extent of the 
depreciation taken, the capital gain, 


called “unrecaptured section 1250, 


gain,” will be taxed at the rate of 25%, 
with the balance treated as section 


Lookback Rule | 


Assume that in 2009 the same S corporation disposes of two § 1231 assets as follows: 


$35,000 § 1231 gain 
(20,000) § 1231 loss 








Taxpayer in 
35% Bracket 

$5,250 
2,250 






A business acquired a warehouse in 1988 for $780,000, depreciated it using straight-line de- 
preciation and sold the asset for $860,000, when accumulated depreciation totaled $290,000. 
A $370,000 § 1231 gain was computed as follows: 


$780,000 
290,000 
490,000 
860,000 
$370,000 








Corporate Taxpayer 
















Tentative § 1231 gain $370,000 | 
Recapture under § 1250 Qe 
Recapture, if under § 1245 $290,000 
§ 291 recapture % 0.20 / 
§ 291 recapture $ 58.000 | 








Remaining § 1231 gain 


1231 gain taxed at the regular capital 
gains rate. 

Corporations do not have the unre- 
captured section 1250 tax rate but 
rather an additional section 291 recap- 
ture when depreciable realty is sold at 
a gain. The recapture is equal to 20% 
of the excess of what the recapture 
would have been if the property had 
been subject to the full recapture rules 
under section 1245, over the partial re- 
capture amount required under section 
1250; 


TIMING OF GAINS 

AND LOSSES 

The rules of section 1231 and their 
often complex interaction with other 
provisions governing capital gains and 
losses require a great deal of tax plan- 
ning. For example, generally, the sale by 
an individual taxpayer or pass-through 
entity of a section 1231 asset at a gain 
should be postponed if the individual 
has a net capital loss in the same year, 
because of the section 1211(b) $3,000 
limitation on the deductibility of net 
capital losses. 

To illustrate, assume that an indi- 
vidual taxpayer in the 35% tax brack- 
et could sell a section 1231 asset at a 
gain of $80,000, of which $5,000 
would be recaptured as ordinary in- 
come under section 1245, with the re- 
maining gain eligible for long-term 
capital gain treatment. The taxpayer 
also has a capital loss from the dispos- 
al of section 1221 assets of $60,000. 
Were the asset to be sold, the taxpayer 
would offset the capital loss of 
$60,000 against the surviving net sec- 
tion 1231 gain of $75,000, resulting in 
$15,000 of long-term capital gain and 
$5,000 of recaptured ordinary income, 
for a total tax liability of $4,000, as 
shown in Exhibit 5. Had the disposal 
of the section 1231 asset been delayed 
to the following year, and assuming no 
other assets are disposed of, only 
$3,000 of the capital loss would be cur- 
rently deductible. Comparing the al- 
ternatives, the taxpayer could have 
saved $600 by delaying the sale. The 
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difference of $600 ($3,000 X 0.20) re- 
sults from the fact that the $3,000 in 
Year 1 has a tax savings computed at a 
35% ordinary income rate rather than 
a 15% capital gain rate. Taking into ac- 
























the year of $60,000. 


Capital loss 

Net capital gain 

LTCG rate of 15% 
Tax on gain 


§ 1245 Recapture amount 
Tax on § 1245 recapture 


Total tax liability in current year 


Current year: 


Tax savings in current year 
Next year: 


§ 1231 gain ($80,000 — $5,000) 

Capital loss carryover from previous year 
Net gain receiving favorable tax treatment 
Favorable tax rate 

Tax on § 1231 gain 


§ 1245 recapture amount 


Tax on § 1245 recapture 


Total tax next year 


Tax savings of Option 2 over Option 1 


Option 1: Sell the § 1231 asset in the current year 
§ 1231 gain ($80,000 — $5,000 recapture) treated as LTCG 


Recapture taxed as ordinary income at marginal tax rate 


Option 2: Sell the § 1231 asset in the next tax year 


Capital loss, of which only $3,000 is currently deductible 
Tax savings at marginal ordinary income rate 


Recapture taxed as ordinary income at marginal tax rate 


Net tax over two-year period (ignoring time value of money)* aa 


*The present value of the $4,450 tax cost in Year 2, using a discount rate of 6%, is $4,198. 
Thus, considering the time value of money, the net tax cost of Option 2 is $3,148 ($4,198 
Year 2 tax — $1,050 Year 1 savings). In that case, the tax savings resulting from post- 
ponement would be $852 ($4,000 — $3,148). 






count the time value of money and as- 
suming a discount rate of 6%, the tax 
savings would be $852, as noted in 
Exhibit 5. 

Similar tax savings result if the 


Tax Planning Options: section 123] . 
Gain and Section 1221 Capital Loss 
An S corporation solely owned by an individual in the 35% marginal tax bracket wishes to | 


sell a § 1231 asset which, if sold, would result in a gain of $80,000, of which $5,000 would 
be recaptured as ordinary income under § 1245. The taxpayer also has a net capital loss for 








$75,000 | 
(60,000) | 
$15,000 
x 0.15 | 
$2,250 | 
$ 5,000 
<_0.35 
1750 | 
$4,000 | 
$ 3,000 
<_0.35 | 
($1,050) 
$75,000 | 
(57,000) | 
$18,000 | 
x 0.15 
$2,700 
$ 5,000 
x 0.35 
1,750 | 
$4,450 
3.400 | 
eh eae 





$60,000 loss in Exhibit 5 were a section 
1231 loss rather than a capital loss. Ex- 
hibit 6 demonstrates that it would ben- 
efit the taxpayer to postpone the sale of 
the gain asset and take the ordinary loss 
deduction of $60,000 in the current 
year, resulting in a decrease in the cur- 
rent-year tax liability of $21,000. The 
decision to postpone the section 1231 
gain would still be the most advanta- 
geous option, even with the lookback 
rule converting next year’s section 1231 
gain to ordinary income. 


AN ORDERLY DISPOSAL PLAN 
The above examples illustrate that the 
timing of asset disposals, the interplay 
of gains and losses, marginal ordinary 
income tax rates, and the time value of 
money work to prevent a one-size-fits- 
all tax planning solution. Unless a busi- 
ness is under severe duress, it’s often 
best to plan sales or other disposal of its 
property to optimize their tax treatment. 
Whether a straightforward application of 
section 1231 or some more stepped 


er eee aan 
AICPA RESOURCES 


Publication 

Adviser's Guide to the Tax Consequences 
of the Purchase and Sale of a Business 
(#091025) 


For more information or to place an order, 
go to www.cpa2biz.com or call the 
Institute at 888-777-7077. 


The Tax Adviser and Tax Section 

The Tax Adviser is available at a reduced 
subscription price to members of the Tax 
Section, which provides tools, technologies 
and peer interaction to CPAs with tax 
practices. More than 23,000 CPAs are Tax 
Section members. The Section keeps 
members up to date on tax legislative and 
regulatory developments. Visit the Tax 
Center at www.aicpa.org/TAX. The current 
issue of The Tax Adviser is available at 
www.aicpa.org/pubs/taxadv. 
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approach is preferable often depends on 
factors besides taxes, including the terms 
ofa sale or disposal of property and how 
the client will adapt to operating with- 
out it or wind up its affairs. But CPAs can 


at least help clients see how tax consid- 
erations can figure into their plans to get 
the best value available when they need 
to unlock some liquidity from their bal- 
ance sheets. % 


Exhibit 6 Tax Planning Options: | 
Net Section 1231 Loss 


An S corporation solely owned by an individual in the 35% marginal ordinary income tax 
bracket wishes to sell a section 1231 asset, which, if sold, would result in a gain of 
$80,000, of which $5,000 would be recaptured as ordinary income under section 1245. 
The taxpayer also has a net section 1231 loss of $60,000. 


Option 1: Sell the asset in the current year 





§ 1231 gain ($80,000 — $5,000 recapture) $75,000 
§ 1231 loss (60,000) 
Net § 1231 gain $15,000 
LTCG rate of 15% x 0.15 
Tax on net § 1231 gain $2,250 
§ 1245 Recapture amount $ 5,000 
Recapture taxed as ordinary income at marginal tax rate x 0.35 
Tax on § 1245 recapture 1,75 
Total tax liability in current year 4.00 
Option 2: Sell the asset in the next tax year 
Current year: 
§ 1231 loss $60,000 
Treated as ordinary loss resulting in tax savings at marginal rate x_0.35 
Tax savings in current year 21,0 
Next year: 
§ 1231 gain ($80,000 — $5,000) $75,000 
Less: Amount subject to lookback (60,000) 
Net § 1231 gain $15,000 
Gain treated as long-term capital gain taxed at maximum 15% xa0E5 
Tax on § 1231 gain $2,250 
Lookback amount $60,000 
Lookback taxed as ordinary income at marginal tax rate = 0'35 
Tax on lookback 21 





$ 5,000 
Recapture taxed as ordinary income at marginal tax rate x _0.35 
Tax on § 1245 recapture 


§ 1245 recapture amount 





Total tax next year 25.0) 
6% discount factor 0.9434 


Present value of the total tax from year 2 
Net tax over two-year period 


Tax savings of Option 2 over Option 1 
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ost nonprofit organiza- 

tions are now reviewing 

their first redesigned IRS 
Form 990 and its many new in- 
formation requirements designed 
to enhance transparency and ac- 
countability. CPAs with nonprofit 
clients now are seeing the pieces fit 
together with satisfaction or, if 
drawing together the information 


| has been difficult, perhaps with 


some concern. Many small organ- 
izations may be in need of some 
quick pointers and suddenly need 
your help. The new form, unveiled 
in late 2007, must be used for tax 
years beginning in 2008 by non- 
profit organizations required to file 
Form 990, Return of Organization 
Exempt From Income Tax. 


WHO MUST FILE THE 

NEW Form 990? 

As previously was the case, the full form 
is required only of larger organizations, 
with an abbreviated form for smaller ones 
and an e-postcard for the smallest. The re- 
porting thresholds have changed, how- 
ever, and will continue changing this year 
and next. Whether an organization will 
be subject to the stringent reporting re- 
quirements of the Form 990 depends on 
its financial activity (see sidebar, “EZ—or 
Not?”). For tax year 2008, that bench- 


| mark for the full Form 990 is gross re- 
| ceipts of $1 million or more and total 


assets of $2.5 million. It declines this year 
and again in 2010, so more organizations 
will be required to file the full form. For 


| the 2009 tax year, the filing threshold 


drops to gross receipts of $500,000 or 
more and total assets of $1.25 million or 
more. For the 2010 tax year, the filing 
threshold drops to gross receipts of 
$200,000 or more and total assets of 
$500,000 or more. Any organization that 
fails to file its required form—Form 990- 
N, Form 990-EZ, or Form 990—for three 
consecutive years will have its tax-exempt 
status terminated. 
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The core Form 990 is now 11 pages, 
only two more pages than before, but it 
also has 16 accompanying schedules, 
many of them new. Some of the core form’s 
questions simply gather information to ob- 
tain a better understanding of the organi- 
zation. However, other questions can 
trigger a punitive action by the IRS against 
either the organization or against the board 
members and management. Moreover, this 
additional information is also available to 
the public. 

As formerly, organizations’ forms 990 
and 990-EZ are by law available for pub- 
lic inspection, including on the Internet at 
www.guidestar.org. In addition, Form 
990-T for unrelated business income is 
now public record. 

The new Form 990 has a number of 
questions designed to determine whether 
any activities have occurred that warrant 
revocation of the tax-exempt status or the 
imposition of sanctions on the nonprofit’s 
board and management. These questions 
must be addressed by all nonprofits filing 
Form 990. 


CLOSER SCRUTINY ON 
COMPENSATION 

Many questions on the new Form 990 are 
designed to aid the Service’s continuing 
scrutiny of overpayment of organization 
employees and officers and other so-called 
excess benefit transactions (see IRC § 
4958, also “NPO Compensation in the 
Spotlight,” JofA, Oct. 07, page 54). An “ex- 
cess benefit transaction” is any transaction 
where a disqualified person (an “insider”) 


®@ CPAs helping nonprofit 

organizations file the new, 

redesigned IRS information Form 
990 can provide valuable service 
in understanding the scope of its 
new schedules and other report- 
2010. 


the shorter EZ form, however, 
starting in 2009, when the 
threshold begins dropping in two 
stages to gross receipts of 
$200,000 or more and total 
assets of at least $500,000 in 


Educational Resources 


As the IRS enforces better compliance with the tax laws, it has a new strategy 
designed to educate the nonprofit sector. The IRS Web site www.stayexempt. 
org provides training for nonprofits, as well as links from the Service’s home 
page, www.irs.gov. At the latter, see a sample conflict-of-interest policy in 
Appendix A to the instructions to Form 1023, Application for Recognition of 
Exemption (www.irs.gov/pub/irs-pdf/il023.pdf). IRS publications specifically 


designed to help nonprofits are: 


m Publication 557, Tax-Exempt Status for Your Organization 
w Publication 561, Determining the Value of Donated Property 
@ Publication 598, Tax on Unrelated Business Income of Exempt 


Organizations 


w Publication 1771, Charitable Contributions—Substantiation and 


Disclosure Requirements 


m Publication 3079, Gaming Publication for Tax-Exempt Organizations, and 
Notice 1335, Gaming Activities, and Notice 1340, Tax-Exempt Organizations 
and Raffle Prizes—Reporting Requirements and Federal Income Tax Withholding 

@ Publication 4221-PC, Compliance Guide for 501(c)(3) Public Charities 

m Publication 4302, A Charitys Guide to Vehicle Donations 

@ Publication 4630, The Exempt Organizations Products & Services 


Navigator 


receives a payment or a benefit that ex- 
ceeds the amount or value he or she has 


given in exchange. Simply put, the insid- 


er has been overpaid. 

Several questions on the new Form 990 
warrant careful consideration by the board 
and management, since they specifically 
ask about more forms of reportable com- 
pensation, and for more employees and of- 
ficers, than on the old form. The first group 
of questions is designed to identify and 
consolidate all forms of employee and of- 


EXECUTIVE SUMMARY 


& Many questions target so- 
called excess benefit transac- 
tions. Certain organization em- 
ployees. and officers are “listed 
persons” subject to reporting on 
compensation in many more of 





ficer compensation by the organization 
and related organizations to certain “list- 
ed persons.” Listed persons include all cur- 
rent officers who manage the daily 
operations of the organization and voting 
directors and trustees, even if they received 
no payment. In addition, the top 20 high- 
est earning “key employees,” those earn- 
ing more than $150,000 of reportable 
compensation, must be listed. The old 
form required organizations to list only the 


five most highly paid officials who earn % 


i Organizations also are 
asked whether they have a 
written policy covering conflicts 
of interest, including how it is 
monitored and enforced. 


ing requirements. 

& The full form is required for 
tax year 2008 of organizations 
with gross receipts of $1 million 
or more and $2.5 million or more 
in assets. More organizations will 
be required to file it rather than 
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@ Although Form 990 is only 
two pages longer than before, it 
is accompanied by 16 schedules, 
many of them new and unprece- 
dented in the level of detail in 
their inquiry. 


its possible forms than previous- 
ly. The new form also requires 
organizations to report on how 
they determined reasonable com- 
pensation for their top manage- 
ment official. 
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the Form 990 because it focuses on the board: whether it is independent and 





Comments on Selected Parts of the 
New Form ggo and Schedules 


(Download the form and related schedules from the IRS Web site, 
www.irs.gov/formspubs/index.html.) 

= Part I provides a snapshot of the entire organization because it summarizes 
the income statement and balance sheet on the first page. It also asks for a 
description of the organization’s mission. Since this is the first thing that a . 
donor will see, it provides a great opportunity to make the case why this 
organization deserves to be funded. The organization’s development staff 

could be very helpful in drafting this mission statement. 

= In Part III, Statement of Program Service Accomplishments, the organization 

is asked to describe its exempt purpose achievements for the three most 
expensive services. This gives the organization another opportunity to tell its 
donors what a great job it is doing and how it is affecting the community. 
s In Part IV, Checklist of Required Schedules, the answers to this checklist help 
determine which of the 16 schedules need to be completed. 

m Part V, Statements Regarding Other IRS Filings and Tax Compliance, provides 

a checklist for the nonprofits to report their tax filing practices. Information — 
provided in the attached schedules will allow the IRS to double-check this 
section to determine that the filings and tax compliance are in fact correct. 

An organization that is not meeting its tax compliance requirements is proba- 
bly not being managed very well. 

m Part VI, Governance, Management, and Disclosure, is a dramatic addition to 









information about how it provides oversight. Part VI asks for specific infor- 
mation such as whether the board reviews the Form 990 before it is filed. It 
also asks if there is a written conflict-of-interest policy that requires annual 
disclosure of conflicts. It asks for a description of how this policy is moni- 
tored and enforced. It also asks if the organization has a written whistleblow- 
er policy and a written document retention and destruction policy. 

If an organization does not have these policies, there is a sample conflict- 
of-interest policy in the instructions to Form 1023 posted at www.irs.gov. 
Samples of the conflict-of-interest, whistleblower and document retention 
and destruction policies can be found in The Nonprofit Policy Sampler, by 
Barbara Lawrence and Outi Flynn, which is published by BoardSource 
(2006). Another helpful resource is the book Managing Conflicts of Interest— 
A Primer for Nonprofit Boards, 2nd edition, by Daniel L. Kurtz and Sarah E. 
Paul, which is also published by BoardSource (2006). 

Another resource designed to help organizations understand what is 
expected of them in terms of their ethical conduct, accountability and 
transparency is the Principles for Good Governance and Ethical Practice: A 
Guide for Charities and Foundations, by the Panel on the Nonprofit Sector, 
which was convened by the Independent Sector. It can be found at 
www.nonprofitpanel.org. 
= Part IX, Statement of Functional Expenses, while not new, provides a more 
detailed breakdown of how money is spent. Anyone with a calculator can 
determine what percentages of revenue are actually paid for program services 
as opposed to management and fundraising expenses. 


more than $50,000 annually. 

Key employees are further defined as 
having responsibilities, powers or influ- 
ence over the entire organization similar 
to those of officers, directors or trustees. 
They also must manage a discrete segment 
or activity of the organization that is at least 
10% of the organization’s entire activity, as- 
sets, income or expenses, or have or share 
authority to control or determine 10% or 
more of the organization’s capital expen- 
ditures, operating budget or compensation 
for employees. 

Besides these key employees, the or- 
ganization must also disclose information 
about these persons: 

m The five current highest-compensat- 
ed employees earning more than $100,000 
in reportable compensation who may meet 
some but not all of the tests for being a key 
employee. 

m Former officers, key employees or 
highest-compensated employees who re- 
ceived more than $100,000. 

m Former directors or trustees who re- 
ceived in that capacity more than $10,000 
of reportable compensation. 

For the above persons, information to 
be reported on new Schedule J, Part II, 
includes base compensation, bonus and 
incentive compensation, other compen- 
sation reported in box 5 of Form W-2 or 
box 7 of Form 1099-MISC, such as pay- 
ments of amounts earned in a prior year, 
or severance payments, also deferred 
compensation and nontaxable benefits. 

Another group required to be report- 
ed on Schedule J is any listed person who 
received compensation from an unrelat- 
ed organization for services rendered to 
the filing organization. For the five cur- 
rent highest-compensated employees, 
those earning less than $150,000 are not 
required to be included in Schedule J. 

Additional compensation amounts re- 
ported on Schedule J (questions 4 through 
7, with the details reported in Part III) are 
payments for severance or change of con- 
trol, a supplemental nonqualified retirement 
plan or equity-based compensation 
arrangement. Compensation contingent on 
revenues, compensation contingent on net 
earnings, and any other nonfixed payments 
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must also be reported. 

Other questions focus on whether all 
the fragments of compensation were 
properly included on the W-2 or 1099- 
MISC and whether there is an automat- 
ic excess benefit because of failure to 
properly report compensation. 


FRINGE BENEFITS FRONT 

AND CENTER 

Schedule J, question la, asks about spe- 
cific expenses and fringe benefits pro- 
vided to listed persons: first-class or 
charter travel, travel for companions, tax 
indemnification and gross-up payments, 
discretionary spending account, housing 
allowance or residence for personal use, 
payments for business use of personal 
residence, health or social club dues or 
initiation fees, and personal services. 
These must be identified regardless of 
whether they were reported as compen- 
sation on the W-2 or 1099-MISC. For 
each item, additional information must 
be provided as to the type of benefit, who 
received it, and whether the benefit was 
treated as taxable compensation. 

Schedule J, question 1b, asks if there is 
a written policy for the payment or reim- 
bursement of these expenses. If there is no 
written policy for payment or reimburse- 
ment of expenses, the organization must 
identify who determined that such bene- 
fits would be provided and the basis for 
that determination. 

Schedule J, question 2, asks whether 
substantiation is required before reim- 
bursing or paying the expenses. This can 
be used to determine whether there was an 
accountable plan and whether compensa- 
tion was reported properly. Expenses that 
were not covered by an accountable plan 
should have been treated as compensation. 
However, if they were not, they become an 
automatic excess benefit. 


SAFE HARBOR FOR 
COMPENSATION 
AARRANGEMENTS 

Additional questions focus on whether the 
compensation arrangement can meet the 
three-prong safe harbor test to provide a 
defense for the organization against in- 


Comments About the Schedules 


t Schedule A, formerly Organizations Exempt Under Section 501 (c) (3)—Supple- 
mentary Information, has been renamed and much of its contents moved else- 
where. It is now titled Public Charity Status and Public Support and has been — 


revised to focus on how affected organizations meet their public support test. An _ 


organization must report as a private foundation if it does not meet the 334% test 
or the 10% facts-and-circumstances test described in Treas. Reg. § 1.170A- 
9(f)(3). Moreover, it reflects changes: in the support schedule to include the cur- 
rent tax year plus four previous years, rather than just the previous four years, 
and requires accrual accounting, rather than cash accounting as it formerly did. 

im Schedule C, Political Campaign and Lobbying Activities, needs to be carefully 


and accurately prepared. Certain organizations can have their tax-exempt status 


revoked or sanctions imposed for these activities. 


im Schedule F Statement of Activities Outside the United Sis is designed to obtain. 
- specific information about an organization's foreign activities. It requires report- 


ing for geographic regions of the organization’ activities, its grants to foreign 
organizations or entities, and its grants or assistance to foreign individuals. 


_@ Schedule G, Supplemental Information Regarding Fundraising or Gaming Activi- 


ties, asks for information regarding an organization's fundraising activities, events 
and gaming. It also asks for information to determine if the organization has _ 


properly registered for charitable solicitation. (If an organization needs informa- : 


tion regarding registration for charitable solicitation, it can be found at www. 
multistatefiling.org.) It asks for the identification and payment ena for 
professional solicitors. 
Schedule H, Hospitals, will (ool affect tax-exempt hospitals. For a heen 
tal to maintain its tax-exempt status, it must demonstrate that it operates for a char- 
itable purpose. The intent of Schedule H is to make tax-exempt hospitals report _ 
uniformly and to measure their charitable purpose. In 2009 hospitals will be re- 
quired to calculate their charity care, community benefits and community building 
activities. For 2008 they will only be required to list the locations of their facilities. 
» Schedule I, Grants and Other Assistance to Organizations, Governments, and Indi- 
viduals in the U. S., asks about an organization's records to substantiate its grants, 


~ the grantees eligibility, its selection criteria and its methods for monitoring the 


use of the grant funds. For grants to organizations, it asks for information about 


the organization, including its IRC section. This will provide an in-depth look at 


_the organization’s grants administration program and how it dispenses money. 
= Schedule M, Non-Cash Contributions, has a detailed list of various types of 
property that an organization could receive as contributions. It also asks for the 
amount of revenue that resulted from each type of contribution and the method 
used for determining revenue. 
@ Schedule N, Liquidation, Termination, Dissolution or Significant Disposition of 
Assets, asks to whom the organization distributed its assets, whether it went 
through the appropriate procedure with the IRS, and whether it filed with the 
appropriate state official. : 
= Schedule R, Related Organizations and Unrelated Partnerships, asks for informa- 
tion regarding transactions and significant activities with related organizations. 
The intent is to put together all the fragments of the organizational structure and 
look at it in its entirety. This sum may provide a very different picture than each 
part separately, 
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EZ—or Not? 


For tax year 2008, the Form 990-EZ can be used if an organization has 
gross receipts greater than $25,000 but less than $1 million, and total assets 
less than $2.5 million. For tax year 2009, it can be used if the organization 
has gross receipts greater than $25,000 and less than $500,000, and total 
assets less than $1.25 million. For tax year 2010, it can be used if the organ- 
ization has gross receipts greater than $50,000 and less than $200,000, and 


total assets less than $500,000. 


The 2008 Form 990-EZ core form has four pages. In addition, depending 
on the organization’s activities, it may need to complete additional sched- 


ules from the Form 990: 


m Schedule A, Public Charity Status and Public Support (to be completed 
by section 501(c)(3) organizations) 

m Schedule B, Schedule of Contributors 

@ Schedule C, Political Campaign and Lobbying Activities 


@ Schedule E, Schools 


w Schedule G, Supplemental Information Regarding Fundraising or Gaming 


Activities 


w Schedule L, Transactions With Interested Persons 


@ Schedule N, Liquidation, Termination, Dissolution or Significant Disposi- 
tion of Assets 


Postcards for the Smallest 


Prior to the tax year 2007 nonprofit organizations with gross receipts of 
$25,000 or less were not required to file anything. However, for tax years 
beginning in 2007 most nonprofit organizations with gross receipts of 
$25,000 or less were required to file Form 990-N, which is an electronic 
form that can be accessed and prepared through www.irs.gov. 

The Form 990-N requires reporting the employer identification number, 
the tax year, the legal name and mailing address, the name and address of a 
principal officer, Web site address if the organization has one, and a confir- 
mation that the organization’s gross receipts are $25,000 or less. 

Organizations that are exempt from even this filing requirement are ones 
that are part of a group return, also churches, their integrated auxiliaries 
and conventions or associations of churches. 

Form 990-N cannot be used by private foundations, section 509(a)(3) 
supporting organizations, or section 527 political organizations. 

For tax years beginning in 2010, the Form 990-N filing will be extended 
to organizations with gross receipts of $50,000 or less. 


termediate sanctions, which are the taxes 
imposed on the board and management 
for an excess benefit transaction. First, the 
compensation arrangement for the top 
management official must be approved by 
the board or compensation committee 
(Schedule J, question 3). Second, the or- 
ganization must use a method to establish 
compensation of the CEO or executive di- 
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rector that compares it to other CEOs’ pay. 
Schedule J, question 3, asks what com- 
parability data was used: an independent 
compensation consultant, Form 990 of 
other organizations, written employment 
contract or a compensation survey or 
study. Third, the organization must con- 
temporaneously document the meetings 
held or written actions undertaken dur- 





ing the year by the governing body and 
each committee with authority to act on 
its behalf (page 6 of the core form, ques- 
tion 8). Question 15 on page 6 of the core 
form directly asks if the organization can 
meet the safe harbor: 

“Did the process for determining 
compensation of the following persons 
include a review and approval by inde- 
pendent persons, comparability data, 
and contemporaneous substantiation of 
the deliberation and decision: (a) the or- 
ganization’s CEO, Executive Director or 
top management official; (b) other offi- 
cers or key employees of the organiza- 
tion? Describe the process.” 

These answers are extremely important, 
as they will force the organization to admit 
whether it has a defense against an inter- 
mediate sanction, perhaps before it is even 
aware that it has provided a sanctionable 
excess benefit. 

Other activities of an organization that 
can give rise to an excess benefit transac- 
tion are reported on new Schedule L: 

m Any excise taxes for excess benefit 
transactions reimbursed by the or- 
ganization. 

m Loans to and/or from interested per- 
sons. 

m Grants or assistance benefiting inter- 
ested persons. 

m Business transactions involving in- 
‘terested persons. 

An interested person is every “listed per- 
son” from Part VII of the core form. It also 
includes any “disqualified person,” which 
is anyone who is in a position to exercise 
substantial influence on the organization, 
such as the board members or upper man- 
agement, their family members, and busi- 
nesses or entities in which they own or 
control more than a 35% interest. For a sec- 
tion 509(a)(3) supporting organization, an 
interested person includes a substantial 
contributor, his or her family members and 
a business or entity in which he or she 
owns more than a 35% interest. 


CONFLICT-OF-INTEREST POLICY 

Part VI of the core form, Governance, Man- 
agement, and Disclosure, question 12, asks 
if there is a written conflict-of-interest 
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policy that requires annual disclosure of 
conflicts. It also asks for a description of 
how this policy is monitored and en- 
forced. A written conflict-of-interest pol- 
icy that is monitored and enforced is 
considered essential to good governance 
and high ethical standards. 


4 


AICPA RESOURCES 


CPE 

™ Form 990: AICPA’s Answer to Unlock- 
ing the Tax Complexities, a CPE self-study 
course (DVD/manual, #181454; additional 
manual for DVD, #351454: text, #731140) 
®@ Nonprofit Organizations: Guide to Ad- 
vanced Tax Planning, a CPE self-study 
course (#736790) 


For more information or to place an order, 
go to www.cpa2biz.com or call the 
Institute at 888-777-7077. 


On-Site Training 
Form 990: Moving Beyond the Basics 
(Acronym #AF990) 


To access on-site training courses, go to 
www.aicpalearning.org, click “On-Site 
Training” and search by “Acronym Index.’ If 
you need assistance, please contact a 
training representative at 800-634-6780 
(option 1). 


Tax Section 

The Tax Section provides tools, technolo- 
gies and peer interaction to CPAs with tax 
practices. The Section keeps members up 
to date on tax legislative and regulatory 
developments. Visit the Tax Center at 
www.aicpa.org/TAX. 


OTHER RESOURCES 


Books 

§ The Nonprofit Policy Sampler, by 
Barbara Lawrence and Outi Flynn, 
BoardSource, 2006 

B Managing Conflicts of Interest: A Primer 
for Nonprofit Boards, 2nd edition, by 
Daniel L. Kurtz and Sarah E. Paul, 
BoardSource, 2006. 


Statement of Principles _ 

Principles for Good Governance and 
Ethical Practice: A Guide for Charities and 
Foundations, Panel on the Nonprofit 
Sector, www.nonprofitpanel.org 
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GREATER TRANSPARENCY 


As you can see, the new Form 990 makes 
filing organizations much more transpar- 
ent in their finances, especially their com- 
pensation practices. This, of course, may 
add burdens of recordkeeping and report- 
ing. The intent of the IRS is to give the pub- 


lic the necessary tools to determine if their» 


contributions are being used wisely. In this 


way the IRS will facilitate the market forces 
to bring change to the nonprofit sector. The 
hope is to weed out organizations that 
manage their assets poorly and siphon 
away funding from other organizations, 
with the result of greater accountability and 
service to communities by organizations 
that will have a better opportunity to get 
the funding that they deserve. ~ 





Financial Training From 
The People Who Know 
Finance Professionals 





If you are looking for cost-effective, quality financial training for your 
professional staff, AiGPA LEARNING offers more than 200 on-site training 
courses, including auditing, tax, leadership, internal control, ethics and more. 





To bring this course in-house, call 800.634.6780 and mention the 
JOA-AF990 10%* discount today! 


For a complete list of available courses, visit aicpalearning.org 
* Discount applies to course content only. Course must be booked by 6/30/09 to qualify for the discount. 


Cay —~s 
Learning 


iSO Certified 


2570-252 
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CORNER 


Creating Joint Ownership: 
Avoiding the Tax Traps and 
Other Pitfalls 

(Part 2 of 2) 





Last month’s column showed how adding a child 
or other nonspouse family member to the title of 
property as a joint tenant can create unintended 
consequences of deemed gifting for gift tax 
purposes. In that illustration, Jack added his 
daughter, Liz, as joint owner of rental property, 
immediately triggering a transaction subject to 
gift tax on Liz’s interest in the property. 


And if Jack had counted on the transaction to reduce the value 
of his estate, he’d be doubly disappointed. This is because the 
entire value of jointly owned property must be included in Jacks 
gross estate—not the one-half interest that he owns. The only way 
to get around this would be to prove that Liz contributed her own 
funds toward the cost basis of the property (see Treas. Reg. § 
20.2040-1(a)(2) and IRC § 2040). 

Jacks estate and his family could face a double whammy if 
Jack lives in a state that sets its own threshold for taxing estates. 

In Maryland, for example, his 
estate would be subject to as 
much as a 16% tax if its overall 
value exceeds $1 million. In 
jurisdictions like that, Jack’s 
estate would have to pay an 
estate tax to the state of 
residence. 


IRS RAISES THE ANTE ON PROPERTY 
VALUATIONS 

When valuing property and an interest in a business for gift and 
estate tax reporting purposes, the tax adviser needs to be wary of 
the tightened rules under the Pension Protection Act of 2006 
governing valuations. The IRS has been gearing up to target 
presumptuous property valuations with penalties not only 
against tax preparers but against independent appraisers and 
valuation experts as well. 

Lets take a look at what Jack might have to face in his quick- 
fix planning effort and the creation of a joint tenancy with his 
daughter. At first blush, valuing an investment property for gift 
tax purposes does not appear to be a big deal. Regardless of 


If the property is investment property, 
you need to be wary of those “quickie” 
one-page valuation reports that were 
commonly accepted under the old rules. 


which state he lives in, it is clear that Jack needs a timely 
valuation of the gifted property—a task easily handled by any 
qualified appraiser. However, when any property is transferred 
by gift, the valuation expert is required to look at other factors 
that might have a nexus with fair market value. These factors are 
described in Revenue Ruling 59-60. 

For example, the real estate that Jack owned might have had 
some business connection affecting its value. The existence of a 
special lease contingency could require more extensive detail for 
a reliable appraisal report. Under the new penalty-laden rules, 
more comprehensive details are often required in all appraisals to 
confirm that the valuation truly meets the “willing buyer” and 
“willing seller” rules—particularly when family members are 
involved. 


A KEY VALUATION REMINDER FOR JOINTLY 
OWNED PROPERTY INTERESTS 

Finally, one other special factor comes to mind with Jack’ effort 
to obtain a (penalty-free) valuation of the gift transfer that was 
made when he created a joint tenancy with his daughter. It 
involves the question of the marketability of a fractional interest 
in property in general (see Technical Advice Memo 9718004). It 
is clear that there should be a discount in the valuation of Jack’s 
one-half joint interest in the property because of factors such as a 
lack of a market for fractional interests in property in a particular 
area and the costs of a forced partition and sale. Unfortunately, 
there is not a clear authority for Jack or anyone else who seeks 
statutory guidance for calculating the exact amount of a discount 
for a one-half interest in property held as joint tenants with 
rights of survivorship. On the other hand, a wide variety of court 
cases and tax court memoranda provide guidance for valuing 
fractional interests of property 
when they are held as tenants- 
in-common. 

In the end, logic seems to 
say that there should be little 
difference with the “discounts 
for lack of control” if the co- 
Owners are joint tenants, as 
opposed to tenants-in-common. Hence, it may be argued that 
Jack’s property transfer to his daughter should be allowed an 
ample discount to minimize unnecessary gift tax exposure. 

Planner’s alert summary. Under the new rules, the message is 
loud and clear to any practitioner whose client plans to create 
joint ownership with any property other than a bank or 
brokerage account. If the property is investment property, a 
business interest or even a personal residence, you need to be 
wary of those “quickie” one-page valuation reports that were 
commonly accepted under the old rules. 





By Thomas J. Stemmy, CPA, CVA, EA, MMS, a partner with 
Stemmy, Tidler & Morris PA in Greenbelt, Md. His e-mail address is 
tstemmycpa@yahoo.com. 
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"Featured speakers include Blythe J. McGarvie, 
CEO, LIF Group; and leading author, who will 
_address global business in these economic times 
and what corporate America needs to do to regain 
their competitive edge. James J. Leisenring, 

oard Member, IASB, will speak about the pus : 





: PF crnational Audit Standards The event that provides the global 

| insights and technical expertise _ 
needed to succeed in the | 

Doing Business i in the New European Union | international arena during this 
‘Countries, Latin America and Asia economic downturn — This conference 
presents the nuts-and-bolts of international 
accounting, auditing and taxes, as well as 
advice on doing business globally. You will 
also find sessions on IFRS — from updates | 
and implementation to the Me on 2 : 
investor relations, | | 


Structuring Multinationals 





Plus you will benefit from networking with 
__professionals from around the globe. 


For more information or to r eet please visit: 





WWW. cpaz2hiz. aE 


888.777.7077 





TAX MATTERS 


THEFT LOSS, JUDICIAL ESTOPPEL 


TWO OUT OF THREE NOT GOOD 
ENOUGH 

The Tax Court ruled that a taxpayer was not 
entitled to claim a theft loss where he failed 
to show he had no reasonable chance of 
recovering his stolen money during the tax 
year in question. 

From 1999 to 2001 Dominick Vin- 
centini, a resident of Michigan, was involved 
with Anderson Ark, an offshore money 
laundering operation, in a phony investment 
scheme to generate artificial tax losses. As a 
result, Vincentini claimed a $907,470 
partnership loss on his 1999 tax return. In 
2002 in California and 2004 in Washington 
state, the operators of Anderson Ark were 
convicted of numerous federal criminal 
charges including money laundering, tax 
fraud, mail fraud and wire fraud. In 2005 the 
Washington court ordered these individuals 
to pay restitution to the “investors” including 
Vincentini. See U.S. v. Keith E. Anderson et dl., 
docket no. 02-cr-423, Western District of 
Washington (affd in part and remanded in 
part, 9th Cir. 2006). 

In 2003 Vincentini received a deficiency 
notice from the IRS denying the partnership 
loss deduction. He appealed to the Tax 
Court. In 2006 while his case was pending, 
Vincentini filed an amended return for 1999 


claiming a theft loss from the investment in - 


Anderson Ark in either 2001 or 2002, 
which he carried back to 1999. The IRS 
rejected the amended return, since the tax 
year was before the Tax Court. The taxpayer 
then acknowledged he was not entitled to 
the partnership loss but petitioned the court 
to allow him to amend his petition to 
include the theft loss. 

The Tax Court originally denied the 
amended petition. However, at trial the 
judge reversed the decision and allowed the 
taxpayer to argue for the theft loss, since the 
IRS was not prejudiced by allowing the 
court to consider the issue. Round one to 


the taxpayer. 


The government argued that Vincentini 
did not suffer a theft loss. Vincentini 
petitioned the court to reject the govern- 
ments position based on judicial estoppel. 
Under this doctrine, parties are prohibited 
from arguing a position different from one 
they argued in earlier proceedings. Since the 
government had indicted and convicted the 
Anderson Ark principals of fraud and theft, 
the Tax Court ruled the IRS could not argue 
that the taxpayers property was not stolen. 
Round two to the taxpayer. 

Under IRC § 165, taxpayers may claim 
a theft loss if they can prove (1) a theft 
occurred, (2) the amount of the loss and (3) 
the year of discovery of the loss. The 
taxpayer proved items 1 and 2. The 
government contested item 3, the year of 
discovery. Under the regulations, if the 
taxpayer has a reasonable prospect of 
recovery on a claim for reimbursement by 
insurance or otherwise, the loss deduction 
is postponed until it can be ascertained with 
reasonable certainty whether the recovery 
will be received. Since the taxpayer was 
unable to prove that he had no reasonable 
possibility of recovering some or all of his 
investments as a result of his failure to 
pursue his recovery plans completely, he 
was not yet entitled to a theft loss deduction. 
Round three and decision to the IRS. 

The court then turned to negligence 
penalties on the return claiming the 
partnership loss. Since Vincentini did not 
investigate the rules but relied on the advice 
of an accountant who worked for Anderson 
Ark and therefore was not independent, 
the court found that the taxpayer did 
not exercise due care. Consequently, the 
negligence penalty was upheld. 

Dominick J. Vincentini v. Commissioner, 
TC Memo 2008-271 


By Edward J. Schnee, CPA, Ph.D., Hugh 
Culverhouse Professor of Accounting, and 
director, MTA Program, Culverhouse School 
of Accounting, University of Alabama, 
Tuscaloosa. 


LIFE INSURANCE 


REPORTING REGS ISSUED FOR 
EMPLOYER-OWNED LIFE 
INSURANCE 

The IRS has issued final regulations on 
information reporting required for employer- 
owned life insurance policies. 

The Pension Protection Act of 2006 
added IRC 88 101() and 60391 concerning 
employer-owned life insurance contracts. 
An employer-owned life insurance contract 
is one owned by a person engaged in a trade 
or business employing the insured person 
where the employer is the direct or indirect 
beneficiary of the contract. 

Under IRC § 101()), the amount of death 
benefits that may be excluded from gross 
income is limited to the sum of the 
premiums and other amounts paid by the 
employer-policyholder for the contract. That 
limitation, however, doesn’t apply with 
respect to insureds who were employees at 
any time within 12 months of their deaths, 
highly compensated employees or highly 
compensated individuals. It also doesn’t 
apply to death benefits paid to a family 
member or estate of the insured, amounts 
paid to a designated beneficiary of the 
insurance contract other than the applicable 
policyholder, or to a trust for the benefit of a 
family member or designated beneficiary. 
Furthermore, the limitation doesn’t apply to 
death benefit amounts used to purchase an 
equity interest in the applicable policyholder 
from a family member, trust or estate. Note, 
however, that “highly compensated ind- 
ividuals” for purposes of this subsection 
include the highest-paid 35% of employees 
rather than the top 25% of employees in the 
otherwise applicable definition found in 
IRC 8 105(h)(5), which sets forth non- 
discrimination requirements for self-insured 
medical reimbursement plans. 

Under IRC § 60391, every policyholder 
Owning one or more employer-owned life 
insurance contracts issued after Aug. 17, 
2006, must file a return for each year that 
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contracts are owned and report the 
following: 

(1) The number of employees of the 

applicable policyholder at the end of the 

year; 

(2) The number of those employees 

insured under employer-owned life 

insurance contracts at the end of the 
year; 

(3) The total amount of insurance in 

force at the end of the year under those 

contracts; 

(4) The name, address and taxpayer 

identification number of the applicable 

policyholder and the type of business in 
which the policyholder is engaged; and 

(5) That the applicable policyholder has 

a valid consent for each insured 

employee (or, if not all required consents 

are obtained, the number of insured 
employees for whom consent was not 
obtained). 

The final regulations provide that the 
information be reported by attaching Form 
8925, Report of Employer-Owned Life 
Insurance Contracts, to the policyholders 
income tax return by the due date of the 
return. These regulations adopt the 
proposed regulations without substantive 
change and are applicable for tax years 
ending after Nov. 6, 2008. 

M@ TD 9431, Treas. Reg. § 1.60391-1 


By Melanie J. Earles, CPA, DBA, professor 
of accounting, Tennessee Tech University, 
Cookeville, Tenn. 


CAPITAL GAIN, ANNUITIES 


PRIVATE ANNUITY DEFERS GAIN 
A taxpayer was permitted to defer capital 
gain when he transferred appreciated capital 
assets in exchange for a private annuity. The 
Tax Court held the arrangement met the 
requirements of Revenue Ruling 69-74, 
1969-1 C.B. 43, and thus the capital gain 
could be deferred until the taxpayer began 
receiving payments under the annuity 
contract. 

Code § 72(b) permits taxpayers to 
exclude a percentage of an annuity payment 
received equal to the ratio of the taxpayer’ 
investment in the annuity to its expected 


return. When an appreciated capital asset is 
exchanged for a private life annuity, 
Revenue Ruling 69-74 permits the deferral 
of capital gain until the taxpayer begins to 
receive annuity payments. (However, note 
proposed regulations described below that, 
if adopted as final, generally would curtail 
this deferral.) As payments are received; 
each payment consists of three com- 
ponents: return of investment, capital gain 
and ordinary income. The basis of the 
capital asset becomes the investment in the 
annuity, which is recovered tax-free evenly 
over the expected life of the annuitant. The 
capital gain portion (measured as the 
difference between the asset's basis and its 
fair market value on the date of the 
exchange) is recognized evenly over the 
taxpayers life expectancy. Once this capital 
gain has been recognized, any reportable 
income is ordinary. 

Marcus Katz formed a student loan 
business, Educational Loan Administrative 
Group Inc. (ELA), in 1993. When ELA 
merged with UICI Acquisition Corp. in 
1997, Katz exchanged his ELA shares for 
470,708 shares of UICI, the parent 
company of UICI Acquisition. In 1998 
Katz purchased 200,000 UIC] common 
stock put options and sold 200,000 UICI 
common stock call options, both exercis- 
able on Feb. 3, 2000. On Feb. 3, 2000, 
Katz then transferred 200,000 UICI shares 
and the put options to SJA Co. Ltd. in 
exchange for a private annuity contract. On 
Feb. 8, 2000, SJA exercised the put options 
and sold the 200,000 UICI shares to Merrill 
Lynch. 

As a result of an assignment agreement 
with Katz and SJA, Merrill Lynch settled the 
transaction with SJA for $4,617,841, which 
it erroneously deposited into Katz’s account. 
Under the terms of the annuity contract, 
Katz should have received $800,000; thus 
Merrill transferred $3,817,841 from Katz’ 
account into RJA’. Merrill issued Katz a 
1099-B in the amount of $4,617,841. 

Believing the gain should be deferred, 
Katz reported no income on his 2000 tax 
return, by using $4,617,841 as the basis of 
the UICI shares, although the basis was 
actually $150,650. The IRS issued a 
deficiency notice for taxes and penalties } 
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Business 


‘Charitable 


Source: IRS 
Announcement 
IR-2008-131, 
Revenue Procedure 
2008-72. www.irs.gov. 


totaling more than $1.1 million. The 
taxpayer agreed that the gain from the VICI 
shares for which he received $800,000 
should be taxed but petitioned the Tax 
Court for relief from the remaining tax and 
related penalties. 

The IRS argued that the entire gain 
should be taxed under the substance-over- 
form doctrine because Katz had designed 
the stock sale and private annuity purchase 
to unlawfully defer gain. The court was not 
convinced, since the IRS had previously 


stipulated the following: The private. 


annuity was a valid agreement that met the 
requirements of Revenue Ruling 69-74; 
Katz transferred the options to SJA before 
their exercise; SJA was the owner of the 
proceeds from the UICI stock sale; and the 
transactions were not an attempt to 
unlawfully avoid federal taxes. The IRS 
also cited Harry C. Usher Sr. and Myrtis C. 
Usher, 45 TC 205, where a taxpayer was 
taxed on the gain from the sale of stock 
that funded a private annuity. In that case, 
the taxpayer arranged a stock sale and then 
had her husband transfer the stock to a 
trust with their sons as its beneficiaries. 
The trust agreed to sell the stock to the 
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prearranged party, receive the proceeds 
and then make annuity payments to the 
taxpayer for life. 

The court contrasted Usher with this 
case, since the Usher trust's sole purpose 
was as a conduit for the funds, whereas 
Katz, SJA and Merrill Lynch were unrelated 
parties who had entered into a valid 
transaction and Katzs actions were 
supported by an IRS revenue ruling. 

Note: Prop. Treas. Reg. 88 1.72-6(e) 
and 1.1001-1G) were released in October 
2006, after the tax year at issue in this case. 
If adopted as final, these regulations may 
require immediate recognition of gain in 
such circumstances. See “Watch Out for 
Private Annuities,” JofA, July 08, page 34. 

B® Marcus A. Katz v. Commissioner, TC 
Memo 2008-269 


By Charles J. Reichert, CPA, professor of 
accounting, University of Wisconsin—Superior. 


DEPRECIATION 


MAGAZINE ARTICLE NOT A 
PENALTY DEFENSE 
The Tax Court upheld penalties against a 


corporation that ignored its CPA’s advice 
against claiming bonus depreciation on 
a used airplane. The corporation instead » 
had relied on a magazine article 
anticipating a possible law change that 
would have permitted the deduction. 
Congress, however, failed to pass the 
provision. 

On March 9, 2002, the Job Creation 
and Worker Assistance Act of 2002 was 
enacted, allowing an additional 30% 
depreciation deduction (bonus depre- 
ciation) on the purchase of certain 
qualified property. Requirements for 
qualified property under IRC 8 168 
included that “the original use of the 
property commenced with the taxpayer” 
after Sept. 10, 2001. 

On April 24, 2002, January Transport 
Inc. (TI) purchased a used Cessna 
Citation to use in its trucking company. 
Later that year, JII’s president told its 
accountant he wanted to claim a 
deduction for bonus depreciation for 
2002 on the purchase of the aircraft. The 
accountant said she believed bonus 
depreciation could be claimed only with 
respect to new (original-use) property. The 
president, however, presented her with a 
two-page article written by a CPA, titled 
“30% Immediate Bonus Depreciation for 
New and Used Aircraft Approved by 
House Ways and Means Committee.” The 
article was subtitled “Anticipated Passage 
into Law Within Two Weeks” and was 
dated Oct. 14, 2001. 

Despite her earlier expressed doubts, 
however, the accountant agreed to incorp- 
orate the bonus depreciation deduction into 
JTIs financial statements and ultimately 
into its tax return for 2002. The law, 
however, was never adopted for used 
aircraft, and upon an audit by the IRS, the 
corporation conceded that it was not 
entitled to the deduction. The Service 
adjusted JTIs tax liability and assessed a 
20% accuracy-related understatement 
penalty in spite of JIIs reliance on the 
article to justify its tax position. 

Section 6662 authorizes the penalty on 
underpayments attributable to negligence 
or to the disregard of rules and regulations. 
Under Treas. Reg. 8 1.6662-3(b)(1) and (2), 
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the term “negligence” generally includes 
any failure to make a reasonable attempt to 
comply with the tax laws, and the term 
“disregard” includes any careless, reckless 
or intentional disregard of the law. The 
regulations further specify that a disregard 
of rules or regulations is careless if the 
taxpayer does not exercise reasonable 
diligence to determine the correctness of a 
return position. A disregard is reckless if 
the taxpayer makes little or no effort to 
determine whether a rule or regulation 
exists. 

The courts have allowed taxpayers who 
rely upon erroneous advice of a tax 
professional to avoid the section 6662 
penalty. Although this is not an absolute 
defense, the taxpayer claiming this 
protection must prove by a preponderance 
of evidence that (1) the adviser was a 
competent professional, (2) the taxpayer 
provided necessary and accurate infor- 
mation to the adviser and (3) the taxpayer 
relied in good faith on the advisers 
judgment. Reliance on a return preparer is 
not considered reasonable, however, 
where even a cursory review of the return 
would reveal inaccurate information (see 
Pratt v. Commissioner, TC Memo 2002- 
279). 

While the court in the case at hand 
accepted the accountant as a competent 
tax professional, it refused to believe that 
JTI reasonably relied in good faith on the 
accountants judgment regarding the 
deduction for bonus depreciation. In fact, 
the taxpayer ignored the accountant’s 
initial warning that the property must be 
newly acquired and instead went ahead 
with a blind reliance on a single news 
article discussing a “possible” law change, 
the court said. Because the article was 
written in late 2001, the law was enacted 
without the relevant provision in March 
2002, and the return was filed in June 
2003, the court opined that the taxpayer 
did not act as a prudent person would 
have by questioning the status of the law 
at the time the return was filed. In 
essence, the court surmised, JTI officials 
chose to play the “audit lottery” and use 
the article as justification. Accordingly, 
the penalty was sustained. 


January Transport Inc. v. Commissioner, 
TC Memo 2008-268 


By Steven C. Thompson, CPA, Ph.D., McCoy 
Professor of Business, Texas State University, 
San Marcos, Texas. 


EMPLOYEE OR CONTRACTOR 


WORKER CLASSIFICATION STILL 
TROUBLESOME 

The Tax Court ruled that a worker was an 
employee rather than an independent 
contractor partly because he was paid a 
daily rate during the four years he worked 
for an energy company and he supervised 
other employees. 

The worker classification issue has been 
a headache for taxpayers and the IRS for 
decades. Generally, under common-law 
rules, a worker is an employee if the person 
for whom the service is performed has the 
right to control and direct the worker 
performing the services, not just as to the 
result but also as to how it is accomplished. 
Control does not have to be exercised; the 
existence of the right to control is sufficient. 
But control is a vague and often litigated 
criterion. 

Michael Neil McWhorter was employed 
from 2001 into 2004 by Boyle Energy 
Services and Technology Inc., which hired 
him because of his specialized knowledge 
and expertise in the industry. He worked on 
a project-by-project basis and was paid a flat 
rate per day. He provided no timesheets to 
the company. He had authority to supervise 
the company’s employees but not to hire or 
fire them. He had a credit card with the 
company name on it and a business card 
with the company logo on it. 

He received Forms 1099 for 2001, 2002, 
2003 and 2004. He never received a Form 
W-2 from the company. No income tax was 
withheld, and he paid no estimated tax. 

McWhorter failed to file a return for the 
tax year 2002 (also for 2001). His only 
explanation was that he did not want to sign 
a return filed as an independent contractor. 
The IRS prepared a substitute return under 
IRC § 6020(b) that included the $126,760 
in compensation from Boyle. A notice of 
deficiency included the taxpayer’ liability % 
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for self-employment tax as well as penalties 
for failure to file, failure to pay and failure to 
pay estimated tax. 

McWhorter challenged the deficiency in 
Tax Court, where the issues were whether he 
was an employee or independent contractor 
and whether he was liable for the penalties. 

The IRS relied upon common-law factors 
and cited Breaux and Daigle Inc. v. U.S. (65 
AFTR2d 90-1133) and the 1947 Supreme 
Court case U.S. v. Silk (85 AFTR 1174)— 
paradoxically, both cases that had found 
employee status. The IRS took the position 
that in this instance, the lack of control by the 
company, lack of permanency of the 
relationship and the skill required for the job 
indicated independent contractor status. The 
Service conceded that two other factors— 
McWhorter’ lack of opportunity to share in 
any profits or risk of loss and his lack of any 
investment in business facilities—supported 
employee status. But it also argued that the 
understanding of the parties as to the contract 
should be given weight. Although the 
taxpayer contended there was an ongoing 
dispute with the company regarding his 
status, the IRS said he essentially acquiesced 
to the companys understanding of ind- 
ependent contractor status by continuing to 
work there. The court found this troubling 
but still concluded that he was an employee. 

The court determined that a job lasting 
from 2001 to 2004 was not impermanent 
and that neither the lack of control exercised 
by the company nor the degree of skill of the 
taxpayer distinguished his situation from that 
of an employee. The court determined the 


IRS had not met its burden of proof under: 


section 7491(a). Because McWhorter was an 
employee, he was not liable for self- 
employment tax, the court held. However, he 
was found liable for income tax, the section 
6651(a)(1) and (2) penalties for failure to file 
and failure to pay, and the section 6654(a) 
penalty for failure to pay estimated tax. He 
might also be liable for his share of FICA tax, 
the court said. 

@ Michael Neil McWhorter v. Commis- 
sioner, TC Memo 2008-263 


By Tina Quinn, CPA, Ph.D., chair and profes- 
sor of accounting, Arkansas State University, 
Jonesboro, Ark. 
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Line Items 


IRS ANNOUNCES LIEN RELIEF 

In December, the Service said it would 
expedite processing of requests to sub- 
ordinate a tax lien to another lien or dis- 
charge it in some cases where a home 
is being sold for less than the amount 
secured by a mortgage. See Announce- 
ment IR-2008-141. The IRS typically 
takes about 30 days from a taxpayer’s 
submission of a completed application 
to process a certificate of lien subordi- 
nation, it said, but “will work to speed 
those requests in [the] wake of the eco- 
nomic downturn.’ The IRS issues more 


IFRS Spells Tax Changes 





than 600,000 notices of liens on real 
and personal property a year, adding to 
the more than 1 million federal tax liens 
outstanding. 


FIDUCIARY FEE BUNDLING 
EXTENDED - 
The IRS extended to tax years beginning _ 
in 2008 a full deduction for “bundled” 
fees paid to a trustee or executor of a 
nongrantor trust or estate rather than — 
treatment as a miscellaneous itemized 
deduction subject to the 2% floor under 
IRC § 67(a). “Unbundling” such expens- 
es is otherwise required under proposed 
regulations (Prop. Treas. Reg. § 1.67-4) _ 
prompted by the Supreme Court's deci- 5 
sion to grant certiorari in Knight v. 
Commissioner (101 AFTR2d 2008- — 
544; see also “Tax Matters: Supreme 
Court Upholds Trust Expense Floor; 
JofA, March 08, page 73, and subse- 
quent coverage). Last February, the 
Service announced that it would publish 
“without delay” after the comment dead- _ 
line expired on May 27, 2008, final reg- — 
ulations that might contain safe harbors _ 
for distinguishing expenses not subject 7 
to the floor. In Notice 2008-116, issued 
on Dec. 11, 2008, the IRS extended 
relief for bundled fees another year and 
reiterated its intention to publish final 
regulations consistent with Knight. 


AICPA SUGGESTS 

RETIREMENT PLAN FIXES : 
The AICPA has submitted comments as 
requested by the IRS in Revenue 
Procedure 2008-50 updating the 
Employee Plans Compliance Resolution 
System (EPCRS). The 103-page rev- 
enue procedure prescribes methods of 
correcting lapses and errors in adminis- 
tering tax-qualified employee retirement 
plans. Recommendations drafted by 
the AICPA’s Employee Benefits Tax 
Technical Resource Panel address 
such circumstances as when an employ- 
er adopts an automatic enrollment pro- 
vision but fails to withhold amounts from 
an employee’s compensation. Two 
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recommendations concern correcting 
errors in administering Roth 401(k) 
accounts, such as erroneously making a 
pretax elective deferral for a Roth account. 
In that case, the AICPA suggested, the 
employee should be allowed to make a 
retroactive Roth designation and pay tax 
on it in the year of the correction. The com- 
ments also requested further clarification 
of a number of points and may be viewed 
at http://tinyurl.com/7uteyf. 


PREPARER PENALTIES 
GUIDANCE ISSUED, 
COMMENTS SOUGHT 

With Notice 2009-5 (2009-3 IRB), the 
Service issued interim guidance on sec- 
tion 6694(a) preparer penalty standards 
in light of amendments by the Emergency 
Economic Stabilization Act of 2008, PL 
110-343 (EESA). The changes, part of 
the Tax Extenders and AMT Relief section 
of the act, reversed field on the penalty 
threshold, which Congress in 2007 
heightened to require a reasonable belief 
that an undisclosed tax position was 
“more likely than not” to be sustained 
upon examination. The AICPA and others 
argued that having a preparer standard 
higher than the “substantial authority” 
standard applicable to taxpayers under 
section 6662(d) would cause difficulties 
between tax practitioners and clients. In 
response, Congress in the EESA 
changed the preparer standard to “sub- 
stantial authority” retroactively to the 
enactment date of the more-likely-than- 
not standard for positions other than 
those related to tax shelters and 
reportable transactions. 

The guidance in Notice 2009-5 dis- 
cusses transitional rules related to the 
2007 and 2008 changes in standards 
and the definition of “substantial authori- 
ty” for purposes of the preparer penalty 
standard. It also provides interim compli- 
ance rules with respect to tax shelter 
transactions. Under those rules, a pre- 
parer can avoid the section 6694 penal- 
ty with respect to a tax shelter transaction 
if there is a substantial authority for the 
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position, the preparer advises the taxpay- 
er of the penalty standards applicable to 
the taxpayer if the position is deemed to 
have a significant purpose of tax avoid- 
ance or evasion, and the preparer con- 
temporaneously documents the giving of 
that advice. Thus, the preparer must 
advise the taxpayer that there must be 
substantial authority for the position, that 
the taxpayer must possess a reasonable 
belief that the position taken is more like- 
ly than not the proper treatment, and that 
the disclosure will not protect the taxpay- 
er from the accuracy-related penalty. 
Comments on the interim rules are 
requested by March 16 and may be 
submitted by mail or via e-mail at 
Notice.Comments@irscounsel.treas.gov 
with “Notice 2009-5” in the subject line. 


RESPITE FOR § 403(B) 
COMPLIANCE 

Sponsors of 403(b) employee retirement 
plans received relief from a requirement 
that they have a written plan in place by 
Jan. 1, 2009, that satisfies requirements 
of IRC § 403(b) and final regulations 
published in July 2007 (TD 9340). 
Because some sponsors did not previ- 
ously have an approved plan in place and 
there has been no program by which they 
might obtain assurance that it satisfies 
the requirements, the IRS in Notice 
2009-3 allowed limited relief during the 
2009 calendar year, provided that the 
sponsor adopts a plan before the end of 
the year that is intended to satisfy the 
requirements as of the beginning of 2009 
and operates it accordingly. Sponsors 
must also make their best effort to 
retroactively correct any failures during 
the year in accordance with the EPCRS 
(see “AICPA Suggests Retirement Plan 
Fixes.” above). % 
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FROM THE TAX ADVISER 





EMPLOYMENT TAXES 


New Single Member LLC 


Reporting Kequirements 


any tax-exempt organizations have formed single- 
member limited liability companies (SMLLCs) as 
integral parts of their entity structure. SMLLCs 
enjoy flexible treatment for tax purposes, limita- 
tion of liability, easy transferability of ownership interest by sale 
or exchange, and separate governance and management. As a 
result, they are widely used to conduct various 
activities and hold investments. However, 
SMLLCs with employees have new reporting re- 
quirements that went into effect Jan. 1. 


BACKGROUND 

Some of the important benefits associated with an 
SMLLC come from its treatment as a disregarded 
entity for income and employment tax purposes. 
Absent an election to the contrary, federal tax law 
treats an SMLLC as a division of its single mem- 
ber rather than as a separate entity. In the context 
of income tax reporting by a tax-exempt organi- 
zation, classification as a disregarded entity means 
that the SMLLCs revenue, expenditures and ac- 
tivities are attributed to (and reportable by) the single member on 
Form 990, Return of Organization Exempt From Income Tax. 

Formerly, a noncorporate entity with a single owner was 
disregarded as a separate entity for most federal purposes, in- 
cluding exemption from federal employment tax reporting. 
Employer organizations had a choice: The disregarded entity’ em- 
ployment taxes could be paid and reported using the name and 
employer identification number (EIN) of either the owner or the 
disregarded entity. 

Now the rules have changed. Effective Jan. 1, disregarded 
entities must separately report for federal employment tax 
purposes (TD 9356). 

The IRS’ stated purposes for the change were: (1) to improve fed- 
eral tax law administration and simplify federal tax compliance with 
respect to reporting, payment and collection of employment taxes; 
and (2) to align federal and state reporting, the latter of which often 
recognizes a disregarded entity for state employment tax purposes. 


WHAT TO DO 

Because the new regulations apply to wages paid on or after Jan. 1, 
exempt organizations and disregarded entities must immediate- 
ly put systems in place to deal with the administrative burden of 





calculating, collecting, depositing and reporting employment taxes 
and wages. Each SMLLC must have its own federal EIN and also 
enroll in the electronic federal tax payment system (EFTPS). 


Exempt organizations and disregarded entities may want to reassess 


whether employees are employed by the single member or the SMLLC. 
In addition to ensuring compliance with the new rules, this may re- 


quire a legal analysis because the decision may af- 
fect whether the SMLLC is treated as a separate entity 
with respect to the limitation of legal liability. 

If all employees are employed by the single 
member (for example, the tax-exempt organiza- 
tion), the practitioner may want to review and for- 
malize the cost-sharing and reimbursement (or 
management fee) agreement between the single 
member and the SMLLC. 

If the SMLLC has employees, consider whether 
the employees are able to participate in the owner 
organization’ retirement plan. To do so, look at 
the retirement plan documents and see who is 
technically eligible to participate in the plan. It may 
be advisable to seek the advice of counsel to help 
determine whether the SMLLC’ss employees technically qualify as 
participants in the single owner’ retirement plan. 

For a detailed discussion of the issues in this area, see 
“Employment Tax Reporting for Disregarded Entities,” by Mary 
Torretta, J.D., G. Edgar Adkins Jr., CPA, and D. Greg Goller, CPA, 
in the March 2009 issue of The Tax Adviser. 

—Alistair M. Nevius, editor-in-chief 
The Tax Adviser 


Also look for articles on the following subjects in the March 
2009 issue of The Tax Adviser: 

m An update on state corporate tax developments. 

@ A discussion of section 121 planning opportunities. 

@ A look at the LIFO conformity requirement under IFRS. 


The Tax Adviser § is the AICPAS monthly jou of tax planning 2 
trends and techniques. AICPA members can subscribe The Tax 
Adviser for a coor price of $85 per year. Tax Section mem-- 

bers can subscribe for a discounted price of $30 per year, Call 

- 800-513-3037 or e-mail taxsection@aicpa. org fora peo tes 
to the magazine or to e 
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Now available in The Challenge 


3 versions—choose the Sarbanes Oxley — 
New Risk Assessment Standards — 


SAS 112 —Internal Control 


Are You Compliant? 

You will spend considerable time and energy facing 
the challenge of recent requirements. Why not 
consider a software product that can help? 


version that best meets 
your needs! 


ControlsDoc*" is a flexible software tool 
that helps you more efficiently and effec- 
tively document your internal controls. A major 
contributor to its development is Lyn Graham, CPA, a 
former member of the AICPA Auditing Standards Board 





and the “404” Implementation Task Force. OB R Fezoet 
ans ; anaay 
ControlsDoc*" is designed for smaller public GROUP 
ControlsDoc ™ companies, non-public companies and entities 


I (private companies, not-for-profit entities and 
, _ governmental units) and auditors of public and private entities. 


ControlsDoc" will save time and effort with an approach that is: 


| A Guided Process 

= sere cs e Structured around the COSO framework 

ae Customizable 

e Can be used to document only the controls that you need to document and 


assess at the level of depth and detail required for your application 





ControlsDoc™™ a flexible software tool that 
helps you more efficiently and effectively Easy to Use 
document your internal controls. e COSO based defaults to help you get going fast 








ControlsDoc*" — For Documenting and Assessing Internal Controls 


ControlsDocLite™ ControlsDocStandard*” ControlsDocSuite™ See a ControlsDoc*™ Demo For more _ 
No. CRLIT--XX No. CRSTD--XX No. CRSUT--XX_ _ product details--and to take a look 

1 year subscription 1 year subscription 1 year subscription at a ControlsDoc™" demo to see how. 
$400.00 AICPA Member/ $800.00 AICPA Member/ $4,000 AICPA Member/ the software can work for you—visit 





$500.00 Regular $1,000.00 Regular $5,000 Regular www.cpa2biz.com/ControlsDoc 
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Technology Q&A 


by Stanley Zarowin 


Help! I’ve run out of USB ports...Adjust the size of received e-mails... 
The safe and easy way to unplug a memory stick...Out, out nasty Ins key... 


Change the way dates appear in a document. 


..Stop Word's automatic numbering when you 


start a new list...Quick way to copy comments to multiple Excel cells... 
Unhide Excel rows or columns when they appear inaccessible. ..Excel shortcuts 


HELP! ’VE RUN OUT OF USB PORTS 
My computer has only three built-in USB ports, and 
all are in use. But now I want to plug in several other 
USB devices, such as a remote hard drive and a 
memory stick. What are my options? 
You can buy a component called a hub that contains one 
male plug, which you insert into your computer, and sev- 
eral female slots to accommodate other USB devices. 
There are two types of hubs: powered (which you plug in to 
a 110-volt wall socket) and unpowered. Unpowered hubs obtain 
their electricity via the USB plug directly from the computer— 
but this often puts a significant drain on the computer, and in some 
cases doesn’t provide enough power to run the plugged-in devices. 
A powered hub avoids this problem. Another advantage of a pow- 
ered hub is that it can be used to recharge the battery of a USB- 
powered device, like an iPod, even when the computer is off. 
Be aware, too, that you should only buy hubs that are labeled 
with the 2.0 spec. Some dealers are still selling old hubs with the 
slower 1.0 specs. 


ADJUST THE SIZE OF RECEIVED E-MAILS 
Sometimes the font of my newly arrived e-mail is so small 
I can hardly read it. Is there an easy way to enlarge it? 
Yes, but the method depends on which e-mail client or 
browser you use. Here are some of your choices: 

m If you use Outlook 2007: Press the Ctrl key as you turn the 
scroll wheel on your mouse away from you. Or open the mes- 
sage in its own window (by double-clicking in it) and click on 
Other Actions, Zoom to pick a viewing magnification. 

mw If you use Outlook 2003: Same as Outlook 2007, hold down 
the Ctrl key as you turn the scroll wheel. Or open the message in 
its own window and click on View, Text Size to adjust the size. 

m Outlook Express: Same as Outlook 2003. 

@ Gmail, Hotmail and MSN: Since they are Web-based e-mail 
clients, size is dependent on your browser, and adjustments are 


less predictable. You can try Ctrl++ (that’s one plus sign) to en- 
large and Ctrl+— (minus sign) to reduce magnification. Use 
Ctrl+0 (zero) to reset magnification to the default value. 


THE SAFE AND EASY WAY TO UNPLUG A 
MEMORY STICK 

I've been told to never, never, ever unplug a USB device, 

like a memory stick, until the Safely Remove Hardware 
icon gives the OK. And that’s my problem: Some days the icon 
is in my toolbar, and other days it’ missing. What's going on? 
What can I do? 

You've been told correctly. If you unplug a device premature- 

ly, you run the risk of corrupting the data being transferred. So 
the proper procedure is to click on the Safely Remove Hardware 
icon (shown at right) in the Win- 
dows Taskbar before unplugging: 
and if its safe, the icon will gen- 
erate a message like this: 












Safely remove USB Mass Storage Device - Drive(F:) 
Safely remove MATSHITA DYD/CDRW UJDA775 - Drive{D:) 


So what do you do if the icon disappears? For some reason > 
such intermittent annoyances aren’t that unusual. You might first 
try to solve the problem by resetting its default. To do that, right- 
click on the Start button and left-click on Properties and select 
the Taskbar tab. Then click on Customize and scroll to Safely 
Remove Hardware and be sure its behavior is set to Always 
show (see screenshot below). 
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If that doesn’t solve the problem, or if you plug in and un- 
plug lots of USB hardware, you may want the convenience of a 
desktop shortcut to Safely Remove Hardware, which you can 
then trigger whenever the usual icon fails to appear. 

To create the shortcut, right-click on the desktop and select 
New and then Shortcut. In Type the Location of the Item, enter 
RunDIl32.exe shell32.dll,Control_RunDLL HotPlug.dll and click on 
Next, and the shortcut will appear on your desktop. 


OUT, OUT NASTY INS KEY 

I can't tell you how many times I accidentally pressed the 

Insert (Ins) key and innocently typed over a complex para- 
graph that I worked on for more than an hour. Thanks for the 
blessed Ctrl+Z keystrokes, which undid my accidental erasures. 
Isn't it about time the Insert key was removed from our key- 
boards? 

Yes, and that time is arriving. The overtype Insert key is a 

holdover from the early word-processor designs. Some new 
keyboards have removed it from the keypad section and, in its 
place, doubled the size of the adjacent Del key. And Office 2007 
has disabled the function. However, the annoyance still exists in 
earlier Office programs. It’s possible to decommission it by ad- 
justing the Registry, but toying with the Registry is always dan- 
gerous. However, all is not lost: Since it's only in Word that the 
problem really manifests itself, Pl show you a simple way to ren- 
der it impotent in Word. 

While in Word, click on Tools, Customize and highlight the 

Options tab. Click on Keyboard at the bottom of the screen (see 
screenshot below). 








5 Personalized Menus and Toobars —————-- 
<4 





= 





S i? Standard and Fermatiing tealbars an ben rows 
¢ Always show full menus 


sibs 


|] Show full menus efter a short delay 





menu and toolbar usage data 
7 other 
s [Large icons 

é{ [i] List font names in their font 


Nee 


Under Categories, scroll down to All Commands, and under 
Commands, go to Overtype. Then click on Remove at the bot- 
tom of the screen (see screenshot atop the next column) and on 
Close, and the Ins key will no longer be functional. To make it 
functional again, return to Commands and click on Reset All. 
However, be aware that this action will undo any customized key- 
board commands you have created. 
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Customize Keyboard 





CHANGE THE WAY DATES APPEAR IN A 
DOCUMENT 
I know the shortcut for entering a date in Word is 
Alt+Shift+D, but I don’t know how to change the way the 
date is displayed. I want the date format to be March 19, 2009, 
not 3/19/09. 
You can change the default by clicking on Insert, Date and 
Time, which produces this screen: 


Date and 





Then select the format you want and click on Default. The 
default format for time, whose shortcut keys are Alt+Shift+T, can 
be adjusted the same way. 


STOP WORD’S AUTOMATIC NUMBERING WHEN 
YOU START A NEW LIST 
I’ve had to stop using the automatic numbering system in 
Word because it drove me crazy. But I really need it. Here’s 
the thing: Whenever I want to add a second, separate numbered 
list under the first list, which ends, say, with six items, Word 
second-guesses me and no matter what I do, it just makes the 
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next item 7. How do I stop that? 
It’s just a simple right-click trick. When you get to the end 
of the first list, right-click just at that spot and, when the 
screen below appears, select Restart Numbering. 





QUICK WAY TO COPY COMMENTS TO MULTIPLE 
EXCEL CELLS 

When I review a client’ numbers in an Excel spreadsheet, 

I frequently add comments in many of the cells, and many 
of the comments are the same—such as “Looks Good)” Is there 
any way I can copy them, in one fell swoop, so I don’t have to 
type the same message over and over? 

Probably the easiest way in Excel 2003 and 2007 is to copy 

one cell that contains the message (Ctrl+C) and then, if the 
other cells are contiguous, highlight them; if they are not, hold 
down the Ctrl key and highlight each one. Then right-click, bring- 
ing up the Paste Special menu. Click on Comments and OK. 





As you can see in the screenshot below, only the comments 
are copied—not the data in the cells. 
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Caution: Any comments placed earlier in the cell will be over- 
written. 































UNHIDE EXCEL ROWS OR COLUMNS WHEN 
THEY APPEAR INACCESSIBLE 
Help! I hid the two top rows of an Excel file, and now I can’t 
figure out how to get them back because I can’t find a way 
to access them to reverse the Hide command. 
I sympathize. There is nothing intuitive about this solution, 
which works in Excel 2003 and 2007. Let’ start from the 
beginning. To hide, say, rows 3 and 4, highlight the target rows, 
click on Format, Row, Hide (see screenshot below). 





Or right-click and click on 
Hide. (See next entry for key- 
board shortcuts for hiding and 
unhiding rows or columns.) 

Now, although the hidden 
rows are not directly accessible, 
you can indirectly access them 
by highlighting the two rows 
that straddle them—2 and 5 
(see screenshot below). 


iow] 


| 


A. 


Eas 
| 
at. 
4) 
| 4g 





So if highlighting rows 2 and 5, right-click and just select Un- 
hide and the two hidden rows will appear. 

But if you hide rows 1 and 2, there’s nothing to straddle. One 
option is to highlight the entire sheet by right-clicking on the box 
above 1 and to the left of A. And while it works, the Unhide com- 
mand will unhide the entire sheet. That would be OK unless you 
have other parts of the worksheet you've hidden and you dont 
want them revealed. 

Here’s where you've got to engage the not-so-intuitive trick 
to unhide just rows 1 and 2: Click on F5 to engage the Go To 
menu. Under the Reference tag, enter the range of the rows you 
want to unhide—in this case 1:2—and click on OK (see screen- 
shot at the beginning of the next page). 
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@ Ctrl+3: Applies or removes italic formatting. 

@ Ctrl+4: Applies or removes underlining. 

m Ctrl+5: Applies or removes strikethrough. 

@ Ctrl+6: Alternates between hiding objects, displaying objects 
and displaying placeholders for objects. A 

@ Ctrl+7: Displays or hides the Standard toolbar. 

@ Ctrl+8: Displays or hides the outline symbols. 

m Ctrl+9: Hides the selected rows. 

@ Ctrl+Shift+9: Unhides the selected rows. 

m Ctrl+0: Hides the selected columns. 

@ Ctrl+Shift+0: Unhides the selected columns. 

@ Ctrl+Ins: If the Ins keys not disengaged, it highlights a cell. 























Stanley Zarowin is a contributing editor to the JofA. His e-mail address is 
stanley.joatech@gmail.com. 





Although nothing appears to happen, you actually selected 
those two hidden rows. Now go to the Format menu, click on 
Row and Unhide, and rows 1 and 2 will appear. 


EXCEL SHORTCUTS 
@ Ctrl+1: Displays the Format Cells dialog box. 
m Ctrl+2: Applies or removes bold formatting. 


AICPA Publication 
New Edition! 


Understanding Business Valuation: 
A Practical Guide to Valuing Small to Medium 


Sized Businesses, 37 Edition ) 
By Gary R.Trugman, CPA, ABV, MCBA, ASA, MVS BUSINESS V: ATIO! 


Understanding 


The new third edition of Gary Trugman’s classic “Gary Trugman has done t again. The third edition provides 
guide provides a comprehensive treatment of a wide-ranging and practical introduction to the field... 
: . . . ‘ You'll be glad this book is in you library.” 
business valuation basics and delivers practical , 
applications for using business valuation theory — 2. Christopher Mercer, ASA, CFA 


in your practice. An accompanying CD-ROM “ Packed with useful information that is written in Mr. 
includes sample reports for immediate use. Trugman’s usual easy-going style. He presents difficult 

ier ad technical material in basic language that is actually fun to 
Expert praise for the new third editon— read. ...Very well done.” 





— James R. Hitchner, CPA/ABV, ASA 


Wwww.cpa2biz.com 








® Order today and visit www.cpa2biz.com 
AIC PA for more business valuation resources. 888.777.7077 
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AIGPA MarketPlace 


Publications » CPE Self-Study » Web Events 









Minimize the Effects of a Recession on Your Business 


NASBA FIELD OF STUDY An economic slowdown may be an inevitable part of the business cycle, but its 
Finance painful impact does not have to be the same for every business. This course 
LEVEL Intermediate provides the information and guidance you need to weather a recession and build a 


stronger business over the long haul. 
RECOMMENDED CPE CREDIT 6 


Accepted for PFS and CFP® credit. Objectives: 
e Understand business cycles as they relate to your company and its customers and 





a aera et PREREQUISITE suppliers 
DVD/Manual Experience in financial Management 
182010JA03 of a medium or small company e Use a planning process to identify and minimize the effects of a recession 


Regular $168.75 


AICPA Member $135.00 e Recognize how a recession can increase the risk of company failure and what 


turnaround steps can be taken 


Apply specific steps to recession-proof the business 


Plug Your Profit Leaks: Ways to Significantly Save Time and Money 


NASBA FIELD OF STUDY This course gives you specific ways to immediately impact an organization’s bottom line. 
Finance These proven techniques for plugging the most overlooked profit leaks come from 
LEVEL Advanced specific strategies for lowering costs, improving productivity and gaining efficiencies. 


RECOMMENDED CPE CREDIT 12 _—~/ectives: 








PREREQUISITE ¢ Develop a clear understanding of the organization's strategy and how it drives costs — 
TEXT 733820JA03 None ¢ Define what is most important and use that to create leadership leverage 
Regular $181.25 e Identify costs that do not benefit the customer and remove them permanently 


AICPA Member $145.00 e Understand how to create a company-wide awareness of the impact of costs 














New! AMT Planning This course, based on the highly rated session from the AICPA National 


Conference On-Demand with CPE Tax Conference, reviews basic AMT planning strategies and the latest 
150018 AMT developments. After completing this course, you will be able to: 
$79.00 member/ $98.75 nonmember e Identify proposed AMT legislation. 
NASBA FIELD OF STUDY Taxes e Explain recent AMT rulings and cases. 
LEVEL UPDATE e Apply AMT strategies and techniques. 

3 RECOMMENDED CPE CREDIT 2 e Identify available AMT credits. 
Accepted for PFS and CFP® credit. 


PREREQUISITE None 


DLL LL ee 


New Risk Alert for Financial Crisis 





Current Economic Crisis — Accounting and Auditing Considerations 


Audit Risk Alert 


The AICPA has developed this new Audit Risk Alert to focus on the current economic crisis, legislative 
and regulatory actions taken to curtail the crisis, and accounting and auditing issues arising as a result 
of these events. The alert covers issues arising from the economic crisis including: 


e Fair value accounting considerations 

e Other than temporary impairment issues 
e Auditing accounting estimates 

© Going concern considerations 


e and much more! 


New! Audit Risk Alerts Also Available 

















AUDIY RISK ALERT 
Seamer Ss nace 


Current 
Economic 











0223308JA03 
Regular $48.75 
The recent financial crisis, as well as continued market turbulence, make accounting and auditing AICPA Member — $39.00 
more challenging in all industries. Here are new Audit Risk Alerts that provide the latest information 
on accounting and auditing issues. 
eS Securities Investment 
© | Industry Companies 
; = Developments Industry 
‘Developments : 
Real Estate & Depository and Securities Industry Investment 
Construction Lending Institutions | Developments Companies Industry 
Industry Industry Developments 
Developments Developments 
022319JA03 022299JA03 022389JA03 022369JA03 
Regular $43.75 Regular $48.75 Regular $48.75 Regular $43.75 
AICPAMember $35.00 AICPAMember $39.00 AICPAMember $39.00 AICPAMember $35.00 
2 , Www.epa2biz.com 
AICPA) Order Today! “988 777.7077 
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Inside AICPA 


Upgrades announced for CPE Online Grading...Institute offers financial literacy 
e-newsletters for consumers...Free, opt-in e-newsletters launched... 
Institute SVP voted chairman-elect of Durham Chamber of Commerce 


ONLINE CPE GRADING GETS AN UPGRADE 


he Institute has improved its Online Grading Web site for 
Te self-study courses. The enhancements include a new 

design, improved navigation, new features to the exams 
and a simplified login process. 

AICPA CPE Online Grading is free and available for any 
AICPA self-study course in formats that include text, DVD and 
CD-ROM. A full list of self-study offerings is available at 
www.cpa2biz.com/cpe. 

The site upgrade was done in collaboration with CPA2Biz 
Inc., the marketing and technology subsidiary of the AICPA. 
The new site is at http://cpegrading.aicpa.org. 


INSTITUTE OFFERS TWO NEW FINANCIAL 
LITERACY RESOURCES FOR CONSUMERS 


now available to e-mail subscribers. The free monthly 

publication features articles and resources on personal fi- 
nancial topics and directs readers to the AICPAS 360 Degrees of 
Financial Literacy Web site for more information. 

Also recently launched: the 360 Consumer Alert, which no- 
tifies subscribers of breaking money-management news. 

CPAs and their clients can sign up for these publications by 
visiting the 360 Degrees of Financial Literacy home page at 
www.360financialliteracy.org and entering an e-mail address 
in the “Email Subscriptions” box. 


FREE, OPT-IN E-NEWSLETTERS 
LAUNCHED 


Ts: 360 Degrees of Financial Literacy Consumer Newsletter is 


he Institute launched two free, opt-in e-newsletters in 
Linus Financial Planning Digest debuted Jan. 13. On 
Jan. 20, AICPA members were sent the inaugural issue of 
Forensic & Valuation Reporter. 
The newsletters include: 
@ Links to important stories, culled from hundreds of top 
news sources. 
m@ Summaries of research, analysis, videos and relevant 
articles. 
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@ Wireless functionality for mobile readers. 

@ Information from the specialized community. 

Both publications are e-mailed on the third Tuesday of the 
month. To sign up for the newsletters, go to 
www.aicpa.org/pfp for the Financial Planning Digest and 
www.aicpa.org/fvs for the Forensic & Valuation Reporter. 

The new offerings follow the release on Sept. 15 of CPA 
Letter Daily, which has attracted more than 103,000 sub- 
scribers. Two monthly newsletters were launched on Oct. 2: 
IFRS Report, now with more than 61,000 readers, and 
InfoTech Update, with a circulation of more than 52,000. 


PUGLIESE VOTED CHAIRMAN-ELECT OF 
THE DURHAM CHAMBER OF COMMERCE 


nthony J. Pugliese, AICPA 
Az vice president— 

finance, membership and 
operations, was named 2009 
chairman-elect of the Greater 
Durham (N.C.) Chamber of 
Commerce board of directors. 

The board is the governing 
body for the chamber, which 
serves more than 1,000 member 
businesses in Durham County. 
In the past decade, the cham- 
ber’s economic development ef- 
forts have helped many compa- 
nies relocate or expand operations in Durham, resulting in 
$3.3 billion of investment. 

Pugliese is the ranking executive in the AICPAS Durham of- 
fice, the Institute’s largest. His responsibilities with the AICPA 
encompass finance and accounting, member service and oper- 
ations, membership marketing, outreach to academics and 
students, information technology, purchasing and payroll. He 
supervised the AICPAS relocation to Durham in 2006. 

“Tony’s business acumen and initiative have made him a 
valued member of the chamber’s board and executive commit- 
tee,” said 2009 chamber Chairman Keith Burns. “We’re very 
pleased that he’s agreed to serve as chair-elect.” 


Anthony J. Pugliese 
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INSIDE AICPA 





Member Service Center 
1-888-777-7077 


@ Option #1 Orders/CPE/Conference Inquiries 

@ Option #2 AICPA Membership Inquiries Including Dues 

@ Option #3 Webcast/AICPA.org Web Site/CPA2Biz Including 
Log In & Access Inquiries 

@ Option #4 AICPA Credentials or Membership Sections 
Inquiries 

@ Option #5 Professional Ethics/Library Services 


Monday-Friday 9 a.m.—6 p.m. ET 
220 Leigh Farm Road - Durham, NC 27707 


Fax: 1-800-362-5066 ¢ service@aicpa.org * www.aicpa.org 





Audit & Accounting Technical Information Hotline 


1-877-242-7212 


Monday-Friday 9 a.m.—8 p.m. ET 


- AICPA Contact Information 





AICPA Lago. 919/402-4440 
CPA ry Collection Big Game Outfitters)... 212/596-6299 
CPA Logo. . ] 212/596-6114 
Third-party ee i 212/596-6107 
AICPAFoundaicn «= 919/402-4534 | 
AICPA Political Action Committee (AICPA PAC) .......... 202/434-9276 
Academic & Career Development « 

Student Recruitment Programs and Products .......... 919/402-4014 _ 

Recruiting Materials for the Profession................ 919/402-4014 

CPE... cs. rr i ee BRT LTT 
Accounting and Auditing Publications................... 919/402-4811 
Accounting Standards (www.pcfr.org) ................... 212/596-6167 
Advertising—Classified (Journal of Accountancy, The Tax Adviser, 

CPA CarerCeniey) 800/237-9851 
Advertising—Display (Journal of Accountancy, The Tax Adviser) . . 800/873-1077 
Antifraud & Corporate Responsibility 
Resource Center. «= www.aicpa.org/antifraud 
Audit & Accounting Technical Information Hotline ........ 877/242-1212 

Monday-Friday 9 a.m—8 p.m. ET 
Audit Committee Effectiveness Center................. ACMS@aicpa.org 
Audit Quality Centers: 

Center for Audit Quality (www.thecaq.org)............ 888/817-3277 

Employee Benefit Plan (www.aicpa.org/ebpaqc)........ 202/434-9253 | 

Governmental (www. saicpa. or/oig®). 6 202/434-9259 | 
Auditing Standards =: 212/590-6032 |, 
Benevolent und = =. 866/527-2228 

Business, Industry & Government Member Inquiries ....... 919/402-4816 
2.) lc fmcenter@aicpa.org 
Committee Appointments . |. =... 212/596-6097 | 

(volunteerservices@aicpa.org and http://volunteers.aicpa.org) 

Committee Reimbursements... .. _ asingletary@aicpa.org 
Communicauons.... et 212/596-6117 
Competency Self-Assessment Tool............... www.cpa2biz.com/CAT 
Compilation and Review Engagements................... 212/596-6250 
Copyright Permissions (www.copyright.com) ...........-. 978/750-8400 
CPA Client Bulletin, CPA Client Tax Letter.................- 919/402-4060 
CPA Letter, The (editorial) (www.aicpa.org/TheCPALetter). . . 212/596-6112 
ChE. llc rr C 888/777-7077 
Credentials and Technical Member Sections............... 888/777-1077 
Accredited in Business Valuation credential............. abv@aicpa.org 
Forensic & Valuation Services.............-.-4...-}-. fvs@aicpa.org 
Certified in Financial Forensics credential............... cff@aicpa.org 


Certified Information Technology Professional credential . citp@aicpa.org 


AICPA...Where to Turn 


| Federal Legislation (nontax congressional matters) . 
_. Federal Regulatory Matters (non-tax-related) 













AICPA Contact Information (continued) 







____ Information Technology Services ................. io ee org 

_ Personal Financial Planning Services........ ..........pfp@aicpa.org 
___ Personal Financial Specialist credential........ ..... pfs@aicpa.org 
‘Examinations (Uniform CPA Exam)........... ...... WWW.cpa-exam.org 


. 202/434-9206 
02/434-9253 
‘inancial Literacy Campaign. . .. www.aicpa. org/financiallteracy/index, asp 
_ (financialliteracy@aicpa. org) 











General Counsel (rmiller@aicpa.org) ............-..-.--- 212/596-6245 
_ Google AdWords Advertising Program.......... www.cpa2biz. com/google 
International Relations _ 212/596-6048 
_ International Financial Reporting Standards (wwwifrs.com). . . 877/242-7212 
Joint Trial Board (ckane@aicpa.org) ......02. 0. eevee ee 212/596-6101 
Journal of Accountancy (editorial) ........... oo 919/402-4449 
(www.journalofaccountancy.com) _ 
Library (University of Mississippi) ................- C 866/806-2133 
(www.olemiss.edw/depts/general_library/aicpa) — 
Media Relatons.......... 2... 2. . 
Minority Initiatives.............. os 
_ PCPS—member section for local, regional firms . 
(Small firm issues) ...... 2 oo 
Peer Review........ — 
Practicing CPA, The (editorial)........... 


Professional Ethics, Ethics Hotline..... . 
_ Behavioral or Independence Issues... . 
‘Technical Standard Issues......... 
Snecialized Publications....... ........ 


Siate Legislttion.... oo. 
_ Tax Adviser, The (editorial) ... 


RS a ae 


Tax Section Member Services ............ _. 
Worl/Life and Women’s Initiatives...................... 


Member Elite Values Program... www.cpa2biz.com/elite 


Insurance Programs 
~Aulomopile =. 800/225-8285 


Catastrophe Major Medical... ie 688/294 0028 
Commercial Property & Liability .................... 866/283-7127 
Disbilily. 800/223-7473 
Group lifeforFiuns.................... 800/223-7473 

__ Group Variable Universal life... 800/223-7473 
Home . —. ... |. 800/225-8285 


800/223-7473 
00/223-7473 
00/957-3195 
00/223-7473 
00/221-3023 


pte Cie Co L - - 
ledicare Supplement Plan................ — 
ersonal Umbrella oo . 


- Renrement Foren (Paychex) ee . 8/1204 2615 
_ Audio Conferencing (Genesys)... 0... 800/399-3942 
Business Formation Services (BizFilings) De 800/981-7183 
Car Rental (Hertz, CDP #12353)... 800/654-2200 
Computers (Dell Corporation). = ....... 800/945-8364 
(Lenove) 2. 800/426-7235, ext. 3373 
Credit Card (Chase)... _... 866/272-8472 
Credit Card Processing (Chase Paymentech) .............. 800/824-4313 
Home Mortgages and Equity Loans (Wells Fargo) ....... . - 800/272-1210 
Hotels (Starwood Hotels & Resorts Worldwide) .......... 888/625-4988 
Logo Apparel (Lands’ End Business as ok 8 oo 800/864-2899 
Overnight Delivery (FedEx) ...... dr . 800/MEMBERS 
Professional Placement (Robert Half) .................... 888/744-4089 
Whilpo). www.cpa2biz.com/whirlpool 


Xerox Corporation (#0706109) .............. _.. 800/275-9376, ext. 272 
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This special 


program — 
(0) aN) 
members 
oo 
offers savings 


InsurancePrograms 
1-800-223-7473 
For Life, Disability and Long Term Care 
1-800-221-3023 
Professional and Employment Liability 


Cray 


Retirement Programs 
1-877-264-2615 
Firm Based Retirement Program 
from Paychex 


i BizFilings” 
1-800-981-7183 


Members and their clients can save 10% off 
business formation-related filing services 


CHASE & 


AICPA Personal Platinum 
VISA® Credit Card 
1-866-272-8472 
Earn 1 reward point for every dollar 
spent, a special one-time $75 
account credit, no annual fee and 
outstanding rates 


on products and 
services yOu 
use every day, 
personally and 


CHASE & 
AICPA Business 
VISA® Credit Card 

1-866-272-8472 
Earn up to 3% cash back on qualified 
business expenses, a special one-time 
$25 account credit, no annual fee and 

outstanding rates 


professionally. 





New Program 





CHASE &" 
Paymentech 
1-800-636-2377 1-868-213-8445 
Save up to 29% on select FedEx® Low rates on credit card processing 
shipping services services and no application fee 


1-800-945-8364 
Save up to 6% on Dell™ notebooks, 
desktops and more 


Genesys Conferencing 


1-800-399-3942 
Discounted audio and web conferencing 


1-800-654-2200 
Free #1 Club Gold membership — 
and discounts of up to 20% 
Reference CDP # 12353 











A \ASeminars 


10% off all IFRS training seminars. Visit 
iaseminars.com/en/aicpa.htm| 


LANDS’ END 
BUSINESS OUTFITTERS 
1-800-864-2899 
Save 10% on products and 
embroidery applications 


PERERA HEHE RARER EOS HAP OE EEEHAO ROH EKA EES 


1-800-426-7235, ext. 3373 
Up to 20% off on a variety of products 
including ThinkPad™ notebooks and 
ThinkCentre™ desktops 


Office DEPOT. 
1-888-263-3423 
Save up to 35% on office products, Design, 
Print & Ship, Tech Depot and furniture 


i 
Robert Half 
Finance & Accounting 
1-888-744-4089 
Generous savings on temporary, full-time 
and senior-level financial staffing services 


poe Ea bcd ane Ed 


1-888-625-4988 
Up to 40% off standard rates, bonus points, 
room upgrades and late checkouts at Starwood Hotel 
properties Corporate Account # 69569 





THOMSGN REUTERS 
1-800-950-1216 
Up to 40% off select tax, and accounting 
research information products. 


1-800-272-1210 
Receive a $200 Closing Cost Rebate 
with a funded mortgage 


Whirlpool 





Visit: www.cpa2biz.com/whirlpool 
Substantial savings on appliances from the 
most popular brands in the appliance industry 


Xerox @) 


1-800-275-9376, ext. 272 
Up to 20% off copiers, printers, fax 
machines and more 





EXPOSURE DRAFTS OUTSTANDING 


(This list was compiled as of Jan. 15, 2009. More current information may be available in The CPA Letter or at www.aicpa.org. 
Note: The policy for updating the list of exposure drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 

The list is not all-inclusive but is intended to present the exposure drafts of particular interest to professional accountants.) 



























































Issue Comment 
Date Title or Description Deadline 
FASB 
10/9/08 Subsequent Events 12/8/08 
10/9/08 — Going Concern 12/8/08 
9/15/08 Accounting for Transfers of Financial Assets 11/14/08 
(an amendment of FASB Statement No. 140) 
9/15/08 Amendments to FASB Interpretation No. 46(R) 11/14/08 
8/7/08 Earnings per Share—an amendment of FASB Statement 12/5/08 
No. 128 (Revision of Exposure Draft Issued 
September 30, 2005) 
6/6/08 Accounting for Hedging Activities (an amendment of 8/15/08 
FASB Statement No. 133) 
6/5/08 Disclosure of Certain Loss Contingencies (an amendment 8/8/08 
of FASB Statements No. 5 and 141(R)) 
5/29/08 Conceptual Framework for Financial Reporting: 9/29/08 
The Objective of Financial Reporting and Qualitative 
Characteristics and Constraints of Decision-Useful 
Financial Reporting Information 
10/9/06 _— Not-for-Profit Organizations: Goodwill and Other 1/29/07 
Intangible Assets Acquired in a Merger or Acquisition 
(an amendment of FASB Statement No. 142) 
10/9/06 Not-for-Profit Organizations: Mergers and Acquisitions 1/29/07 
AcSEC (AICPA) 
9/10/08 Proposed Audit and Accounting Guide, Gaming 12/9/08 
ARSC (AICPA) 
11/17/08 Applicability of Statements on Standards for Accounting 1/9/09 
and Review Services 
ASB (AICPA) 
12/24/08 Proposed Statement on Auditing Standards, Compliance 4/30/09 
Audits 
11/17/08 _ Proposed Statement on Standards for Attestation 2/17/09 
Engagements, Reporting on Controls at a Service 
Organization 
11/17/08 _ Proposed Statement on Auditing Standards, Audit 2/17/09 
Considerations Relating to an Entity Using a Service 
Organization (Redrafted) 
9/26/08 Proposed Preface to the Codification of Statements on 12/30/08 
Auditing Standards, Principles Governing the Conduct 
of an Audit in Accordance With Generally Accepted 
Auditing Standards, and Proposed Statement on 
Auditing Standards, Overall Objectives of the 
Independent Auditor and the Conduct of an Audit in 
Accordance With Generally Accepted Auditing Standards 
9/2/08 Interim Financial Information 11/3/08 


New additions appear in bold, blue type. 












































Issue Comment 

Date Title or Description Deadline 

5/9/05 Proposed Statement on Auditing Standards: 6/27/05 
Amendment to Statement on Auditing Standards No. 
69, The Meaning of Present Fairly in Conformity 
with Generally Accepted Accounting Principles, for 
Nongovernmental Entities 

OTHER (AICPA) 

11/26/08 Proposed Statements on Standards for Tax Services 5/15/09 

3/7/01 Statement on Standards for Continuing Professional 8/1/01 
Education Programs 

SEC 

6/26/02 Framework for Enhancing the Quality of Financial 9/3/02 
Information Through Improvement of Oversight 
of the Auditing Process; Release Nos. 33-8109; 
34-46120; 35-27543; IA-2039; IC-25624 

5/10/02 _ Disclosure in Management's Discussion and Analysis 7/19/02 
about the Application of Critical Accounting 
Policies (Release Nos. 33-8098; 34-45907) 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 33-8090 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 34-45742 

2/18/00 SEC Concept Release: International Accounting Standards 5/23/00 

1/21/00 — Supplementary Financial Information 4/17/00 

GASB 

8/28/08 Codification of Accounting and Financial Reporting 10/30/08 
Guidance Contained in the AICPA Statements on 
Auditing Standards 

8/28/08 The Hierarchy of Generally Accepted Accounting 10/30/08 
Principles for State and Local Governments 

7/31/08 — Suggested Guidelines for Voluntary Reporting of 10/31/08 
SEA Performance Information 

2/29/08 Fund Balance Reporting and Governmental Fund Type 6/30/08 
Definitions 

IFAC 

9/30/08 Conceptual Framework for General Purpose Financial 3/31/09 
Reporting by Public Sector Entities 

9/29/08 Matters to Consider in a Revision of International 12/15/08 
Standard on Review Engagements (ISRE) 2400, 
Engagements to Review Financial Statements 

9/3/08 IPSAS 5 “Borrowing Costs” (Revised 200X) 1/7/09 

7/15/08 Code of Ethics for Professional Accountants 10/15/08 
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Issue Comment 
Date Title or Description Deadline 
6/23/08 Costing to Drive Organizational Performance 9/12/08 
6/23/08 Evaluating and Improving Governance in Organizations 9/12/08 
3/10/08 Accounting and Financial Reporting for Service Concession 8/1/08 
Arrangements 
3/6/08 Social Benefits: Disclosure of Cash Transfers to Individuals 7/15/08 
or Households 
12/21/07 Proposed New International Standard on Assurance 5/31/08 
Engagements ISAE 3402, Assurance Reports on Controls at 
a Third Party Service Organization 
12/21/07. Proposed New International Standard on Auditing ISA 265, 4/30/08 
Communicating Deficiencies in Internal Control 
8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 700 (Redrafted), The Independent Auditors Report 
on General Purpose Financial Statements 
8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 800 (Revised and Redrafted), Special Consideration— 
Audits of Special Purpose Financial Statements and Specific 
Elements, Accounts or Items of a Financial Statement 
8/3/07 Proposed Redrafted International Standard on Auditing 11/30/07 
ISA 805 (Revised and Redrafted), Engagements to Report 
on Summary Financial Statements 
12/29/06 Proposed Revised Section 290 of the Code of Ethics for 4/30/07 
Professional Accountants, Independence—Audit and Review 
Engagements, and Proposed Section 291, Independence— 
Other Assurance Engagements 
FASAB 
12/2/08 The Hierarchy of Generally Accepted Accounting 2/2109 
Principles for Federal Entities, Including the Application 
of Standards Issued by the Financial Accounting 
Standards Board. 
11/18/08 Draft Staff Implementation Guidance: Fiduciary Q&As 12/3/08 











Issue Comment 
Date Title or Description Deadline 
11/17/08 Accounting for Social Insurance, Revised 2/9/09 
11/14/08 _ Estimating the Historical Cost of General Property, 1/30/09 
Plant, and Equipment—Amending Statements of 
Federal Financial Accounting Standards 6 and 23 
9/2/08 Reporting Comprehensive Long-Term Fiscal Projections 1/5/09 
for the U.S. Government 
3/26/08 Distinguishing Basic Information, Required 6/26/08 
Supplementary Information, and Other 
Accompanying Information 
5/21/07 Accounting for Federal Oil and Gas Resources 1/11/08 
PCAOB 
2/26/08 Proposed Auditing Standard—Engagement Quality 5/12/08 
Review and Conforming Amendment to the Board's 
Interim Quality Control Standards 
10/17/07 An Audit of Internal Control That Is Integrated With 12/17/07 
an Audit of Financial Statements: Guidance for 
Auditors of Smaller Public Companies 
5/24/07 Amendments to Limit Board Rule 4003's Fixed Periodic 7/23/07 
Inspection Requirement to Firms That Regularly Issue 
Audit Reports 
4/3/07 Proposed Auditing Standard—Evaluating Consistency 5/18/07 
of Financial Statements and Proposed Amendments to 
Interim Auditing Standards 
12/19/06 Amendments to Board Rules Relating to Inspections 2/16/07 
5/23/06 Proposed Rules on Succeeding to the Registration Status 7/24/06 
of a Predecessor Firm 
5/23/06 Proposed Rules on Periodic Reporting by Registered 7/24/06 
Public Accounting Firms 
10/26/04 Proposed Rule on Procedures Relating to Subpoena 11/29/04 


Requests in Disciplinary Proceedings 


INFORMATION 3 


The initials stand for the following organizations. Exposure drafts are available online at the Web addresses 
below or copies may be obtained at the address in parentheses (unless otherwise indicated). 


Financial Accounting Standards Board (Order Department, Financial 
Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, 
CT 06856-5116); www.fasb.org 


Governmental Accounting Standards Board (Order Department, 


Governmental Accounting Standards Board, 401 Merritt 7, 
PO. Box 5116, Norwalk, CT 06856-5116); www.gasb.org 


American Institute of CPAs (American Institute of Certified Public 
Accountants, 220 Leigh Farm Road, Durham, NC 27707-8110). AICPA 
publishes exposure drafts exclusively on the Web at www.aicpa.org. 
Print copies are not available. 


International Accounting Standards Board (International Accounting 
Standards Board, 30 Cannon Street, London EC4M 6XH, United 
Kingdom); www.iasb.org 


International Federation of Accountants (International Federation of 





Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017), 
www.ifac.org ; 
Securities and Exchange Commission Gennes and Exchange 
Commission, 100 F Street, N.E., Washington, DC 20549); 
WWW.SEC.g0V : 


SEC-— 


FASAB— Federal Accounting Standards Advisory Board (Federal Accounting 
Standards Advisory Board, 441 G Street, N.W, Suite ge Washington, 
DC 20548); www.fasab.gov 


PCAOB— Public Company Accounting Oversight Board (Public Company 
Accounting Oversight Board, 1666 K Street, N.W,, oe DE 
20006-2803); www.pcaobus.org 


AICPA TECHNICAL HOTLINE 
The Technical Information Service answers inquiries about specific audit or _ 
accounting problems. Call toll-free 877-242-7212 or e-mail query to __ 
aahotline@aicpa.org. This service is free to AICPA members. 


————_—__-—TTV"0----"X"“UY"_ _————————— es 
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OFFICIAL RELEASES 


SSARS INTERPRETATION...SSAE INTERPRETATION 


SSARS INTERPRETATION 


Accounting and Review Services Interpretations are rec- 
ommendations on the application of Statements on 
Standards for Accounting and Review Services (SSARSs) 
in specific circumstances, including engagements for enti- 
ties in specialized industries. An Interpretation is issued 
after all of the members of the Accounting and Review 
Services Committee (ARSC) have been provided an oppor- 
tunity to consider and comment on whether the proposed 
Interpretation is consistent with the SSARSs. The account- 
ant should be aware of and consider Interpretations appli- 
cable to his or her compilation or review. If the accountant 
does not apply the guidance included in an applicable 
Interpretation, the accountant should be prepared to 
explain how he or she complied with the SSARSs provi- 
sions addressed by such guidance. The specific terms used 
to define professional requirements in the SSARSs are not 
intended to apply to Interpretations since Interpretations 
are not SSARSs. It is the ARSC’ intention to make con- 
forming changes to the Interpretations over the next sev- 
eral years to remove any language that would imply a 
professional requirement where none exists. 


Interpretation No. 31, “Preparation of 
Financial Statements for Use by an 
Entity’s Auditors” of AR Section 101: 
Compilation and Review of Financial 
Statements 


AR Section 9100: Compilation and Review of 
Financial Statements: Accounting and Review 
Services Interpretations of Section 100 


31. Preparation of Financial Statements for Use 
by an Entity’s Auditors 


.136 Question—Paragraph .24 of AR section 100 
states in part: 
“When an accountant submits unaudited 
financial statements to his or her client that 
are not expected to be used by a third party, 
he or she should either 
¢ issue a compilation report in accordance 
with the reporting requirements dis- 
cussed in paragraphs .11—.21 or 
¢ document an understanding with the 
entity through the use of an engagement 
letter, preferably signed by management, 





©2009 American Institute of Certified Public Ac- 
countants, Inc. New York, NY 10036-8755. All rights 
reserved. For more information about the procedure 
for requesting permission to make copies of any part 
of this work, please visit www.copyright.com or call 
978) 750-8400. 


regarding the services to be performed 

and the limitations on the use of those 

financial statements.” 
In the situation where a client engages an account- 
ant, other than its auditor, to prepare unaudited finan- 
cial statements on behalf of management and where 
those financial statements are provided by manage- 
ment to its outside auditor for the purposes of the 
annual audit, is the client’s outside auditor deemed 
to be a third party using the financial statements? 


.137 Interpretation—No. Although the client’s out- 
side auditor is a third party, the auditor is not deemed 
to be using the financial statements. The auditor's 
role is to apply auditing procedures to those state- 
ments in order to obtain sufficient appropriate audit 
evidence to support his or her opinion on those 
statements. Accordingly, the requirements in AR sec- 
tion 100 paragraphs .24—.27 are applicable. 


[Issue Date: December 2008.] 


SSAE INTERPRETATION 


Attestation Interpretations are recommendations on the 
application of Statements on Standards for Attestation 
Engagements (SSAEs) in specific circumstances, including 
engagements for entities in specialized industries, issued 
under the authority of AICPA senior technical bodies. An 
Interpretation is not as authoritative as a pronouncement; 
however, if a practitioner does not apply an attestation Inter- 
pretation, the practitioner should be prepared to explain 
how he or she complied with the SSAE provisions addressed 
by such attestation Interpretation. The specific terms used 
to define professional requirements in the SSAEs are not 
intended to apply to Interpretations since Interpretations 
are not attestation standards. It is the ASB intention to 
make conforming changes to the Interpretations over the 
next several years to remove any language that would 
imply a professional requirement where none exists. 


Interpretation No. 7, “Reporting on the 
Design of Internal Control” of AT 
Section 101: Attest Engagements 


AT section 9101: Attest Engagements: Attest 
Engagements Interpretations of Section 101 


7. Reporting on the Design of Internal Control 
.59 Question—A practitioner may be asked to 
report on the suitability? of the design of an enti- 
ty’s internal control over financial reporting (inter- 


25. In this interpretation, the suitability of the design of internal control 


means the same thing as the design effectiveness of an entity’s internal 
control. 


nal control) for preventing or detecting and correct- 
ing material misstatements of the entity’s financial 
statements on a timely basis. Such requests may be 
made by, for example, 

* an entity applying for a government grant 
or contract that is required to submit a writ- 
ten preaward survey by management about 
the suitability of the design of the entity’s 
internal control or a portion of the entity’s 
internal control, together with a practition- 
er’s report thereon. 

* anew casino applying for a license to oper- 
ate that is required by a regulatory agency 
to submit a practitioner's report on whether 
the entity’s internal control that it plans to 
implement is suitably designed to provide rea- 
sonable assurance that the control objectives 
specified in the regulatory agency's regula- 
tions would be achieved. (In this situation 
the casino would not yet have begun oper- 
ations, and audited financial statements or 
financial data relevant to the period covered 
by the engagement may not exist.) 

May a practitioner report on the suitability of the 
design of an entity's internal control based on the 
risk assessment procedures the auditor performs to 
obtain a sufficient understanding of the entity and 
its environment, including its internal control, in an 
audit of the entity’s financial statements? 


.60 Interpretation—No. Ina financial statement audit, 
the purpose of the auditor's understanding of the enti- 
ty and its environment, including its internal control, 
is to enable the auditor to assess the risk of material 
misstatement of the financial statements whether due 
to error or fraud, and to design the nature, timing, and 
extent of further audit procedures. The understand- 
ing obtained in a financial statement audit does not 
provide the practitioner with a sufficient basis to report 
on the suitability of the design of an entity’s internal 
control or any portion thereof. 


-61 Question—How may a practitioner report on 
the suitability of the design of an entity’s internal 
control or a portion thereof? 


.62. Interpretation—The practitioner may perform an 
examination under AT section 101, Attest Engagements 
(AICPA, Professional Standards, vol. 1) or apply agreed- 
upon procedures under AT section 201, Agreed Upon 
Procedures (AICPA, Professional Standards, vol. 1) to 
management’s written assertion about the suitability 
of the design of the entity’s internal control. Footnote 
4 of AT section 501, An Examination of an Entity’ 
Internal Control Over Financial Reporting That is 


(continued on page 100) 
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Integrated With an Audit of Its Financial Statements 
(AICPA, Professional Standards, vol. 1) states that 
although AT section 501 does not directly apply when 
an auditor is engaged to examine the suitability of 
design of an entity’s internal control, it may be use- 
ful in planning and performing such engagements. 
Paragraphs 57-59 of AT section 501 discuss how the 
auditor evaluates the design effectiveness of controls. 


.63 When the engagement involves the application 
of agreed-upon procedures to a written assertion 
about the suitability of the design of an entity's inter- 
nal control over compliance with specified require- 
ments, the practitioner should also follow the 
provisions of paragraphs .09 and .11-.29 of AT sec- 
tion 601, Compliance Attestation (AICPA, Professional 
Standards, vol. 1). 


.64 The following is an illustrative report a practi- 
tioner may issue when reporting on the suitability 
of the design of an entity’s internal control that has 
been implemented. The report may be modified, as 
appropriate, to fit the particular circumstances. 


Independent Accountant’s Report 
[Introductory paragraph] 


We have examined the suitability of the design of 
W Company’s internal control over financial report- 
ing to prevent or detect and correct material mis- 
statements in its financial statements on a timely 
basis as of December 31, 20XX, based on [identify 
criteria]*°. W Company’s management is responsi- 
ble for the suitable design of internal control over 
financial reporting. Our responsibility is to express 
an opinion on the design of internal control based 
on our examination. 


[Scope paragraph] 


Our examination was conducted in accordance with 
attestation standards established by the American 
Institute of Certified Public Accountants and, 
accordingly, included obtaining an understanding 
of internal control over financial reporting, evalu- 
ating the design of internal control, and perform- 


ing such other procedures as we considered — 


necessary in the circumstances. We believe that our 
examination provides a reasonable basis for our 
opinion. We were not engaged to examine and 
report on the operating effectiveness of W 
Company’s internal control over financial reporting 
as of December 31, 20XX, and, accordingly, we 
express no opinion on operating effectiveness. 


[Inherent limitations paragraph] 


Because of its inherent limitations, internal control over 
financial reporting may not prevent or detect and cor- 
rect misstatements. Also, projections of any evaluation 
of effectiveness to future periods are subject to the risk 


26. This report assumes that the control criteria are both suitable and 
available to users as discussed in AT section 101 paragraphs .23-.33. 
Therefore, the use of this report is not restricted. 


that controls may become inadequate because of 
changes in conditions, or that the degree of compli- 
ance with the policies or procedures may deteriorate. 


[Opinion paragraph] 


In our opinion, W Company’s internal control over 
financial reporting was suitably designed, in all 
material respects, to prevent or detect and correct 
material misstatements in the financial statements 
on a timely basis as of December 31, 20XX, based 
on [identify criteria]. 


[Signature] 
[Date] 


.65 When reporting on the suitability of the design 
of an entity’s internal control that has not yet been 
implemented, the practitioner would be unable to 
confirm that the controls have been implemented 
and should disclose that information in the practi- 
tioner’s report. In those circumstances, the practi- 
tioner should modify (1) the scope paragraph of the 
illustrative report in paragraph .64 to inform read- 
ers that the controls identified in the report have not 
yet been implemented and (2) the inherent limita- 
tions paragraph to reflect the related risk. Following 
are modified illustrative report paragraphs for use 
when controls have not yet been implemented. 
(New language is shown in boldface italics. Deleted 
language is shown in strikethrough.) 


Our examination was conducted in accordance 
with attestation standards established by the 
American Institute of Certified Public 
Accountants and, accordingly, included obtain- 
ing an understanding of internal control over 
financial reporting, evaluating the design of 
internal control, and performing such other 
procedures as we considered necessary in the 
circumstances. We believe that our examination 
provides a reasonable basis for our opinion. 
Because operations had not begun as of 
December 31, 20XX, we could not confirm 
that the specified controls were implemented. 
Accordingly, our report solely addresses the 
suitability of the design of the Company’s 
internal control and does not address whether 
the controls were implemented. Furthermore, 
because the specified controls have not yet 
been implemented, we were unable to test, and 
did not test, the operating effectiveness of W 
Company’s internal control over financial 
reporting as of December 31, 20XX, and, 
accordingly, we express no opinion on operat- 
ing effectiveness. 


[Inherent limitations paragraph] 


Because of its inherent limitations, internal con- 
trol over financial reporting may not prevent 
or detect and correct misstatements. Also, pro- 
jections of any evaluation of effectiveness to 
future periods are subject to the risk that con- 
trols may not be implemented as intended 


when operations begin or may become inad- 
equate because of changes in conditions-erehet 


the-degree-ofeomplianeesith the pelteies-or 
proceduresmeay-detertorate. 


.66 Question—A practitioner may be asked to sign 


a prescribed form developed by the party to whom 


the form is to be submitted regarding the design of 
an entity's internal control. What are the practition- 
er’s responsibilities when requested to sign such a 
form if it includes language that is not consistent with 
the practitioner’s function or responsibility or with 
the reporting requirements of professional standards? 


.67 Interpretation—Paragraphs .32—.33 of AU 
section 623, Special Reports (AICPA, Professional 
Standards, vol. 1) address such situations in the 
context of an audit of financial statements and 
indicate that the auditor should either revise the 
prescribed form or attach a separate report that 
conforms with the auditor’s function or respon- 
sibility and professional standards. When report- 
ing on the suitability of the design of an entity’s 
internal control under AT section 101, the prac- 
titioner’s report should contain all of the elements 
in either paragraphs .85 or .86, as applicable, 
which can be accomplished by either revising the 
prescribed form or attaching a separate report in 
place of the prescribed form. 


.68 Question—An entity may be required to submit 
a practitioner’s report about an entity’s ability to estab- 
lish suitably designed internal control (or its asser- 
tion thereon). May a practitioner issue such a report 
based on (a) the risk assessment procedures related 
to existing internal control that the auditor performs 
in an audit of an entity’s financial statements or (b) 
the performance of an attest engagement? 


.69 Interpretation—No. Neither the risk assessment 
procedures the auditor performs in an audit of an 
entity’s financial statements nor the performance of 
an attest engagement provide the practitioner with 
a basis for issuing a report on the ability of an enti- 
ty to establish suitably designed internal control. 
There are no suitable criteria for evaluating an enti- 
ty’s ability to establish suitably designed internal 
control. The requesting party may be willing to 
accept a report of the practitioner on a consulting 
service. The practitioner may include in the con- 
sulting service report 


a. a statement that the practitioner is unable 
to perform an attest engagement that 
addresses the entity’s ability to establish suit- 
ably designed internal control because there 
are no suitable criteria for evaluating the 
entity’s ability to do so; 

b. a description of the nature and scope of the 
practitioner’s services; and 

c. the practitioner’s findings. 


The practitioner may refer to the guidance in CS 
section 100, Consulting Services: Definitions and 
Standards (AICPA, Professional Standards, vol. 2). 
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PROFESSIONAL 


OPPORTUNITIES 





Finance Director — Full-time, to direct/coordinate fi- 
nancial activities. Masters degree and minimum 2 years 
experience. Resume to: Shoib Mohd, VIP Agency LLC, 
310A Ellison Ave., Westbury, NY 11590. 


Accountant wanted by accounting firm. Must have CPA 
and BA in Accounting, Business Administration or related 
field. Focus on providing accounting service. Excellent 
communication skills in both English and Japanese re- 
quired. Send resume to: Ross A. Oue, CPA, 75-5706 
Hanama Place, #203, Kailua-Kona, HI 96740. 


Chief Financial Officer wanted by international acade- 
mic center. Full-time. Must have MBA degree with 
strong corporate Accounting/Finance background. Apply 
in person or send resume to: Kwon Investment Corp, 
2425 Old Vineland Rd., Kissimmee, FL 34746. 








PRODUCTS 


AND SERVICES 





Business/Professional Services 


To Firm Partners — Available: Sophisticated, versa- 
tile, accounting expertise. Professional writing. Hourly 
wholesale billing. Details at: http://www.cpas-virtual 
-partner-aide.com. 





BizScore Valuation Service — Business and prac- 
tice performance reviews, valuation, projections. 
(919) 846-4747, www.bizscorevaluation.com 


Audit So ices 


Internal Inspection Services for Peer Raion Out- 
source your yearly internal inspection for compliance 
with peer review. Email: thad.porch@porchcpa.com 


Computer Software 


Business Valuation Goltware streamlines bisiiees 
analysis, valuation and financial modeling with Mon- 
eySoft’s knowledge-rich software systems. Call: (800) 
966-7797 for details. http://www.moneysoft.com 


Domestic Outsourcing 


Outsource to Florida — Father and daughter are 
ready to help you with Write-up work, Bookkeeping 
and Tax Returns. Duclas & Duclas, LLC. Call: (954) 
680-2870; Email: duclasnduclasllc@gmail.com; 
http://www.duclas.com. 


“Internet 


FREE Brochitire - — “How to Increase Traffic to Your 
Firm’s Web Site.” Call Mostad & Christensen at 
(800) 654-1654, or go to www.mostad.com/ 
marketing for your free copy. 


"Bdccalicn 










CPE Credit 
Unlimited hours for only $249. 
Over 100 interactive courses. 
Visit us at: www.cpecredit.com 


(800) 545-7601 











Legal Services 


INVESTMENT AND 
STOCK MARKET LOSSES 


SECURITIES LAW FIRM AVAILABLE TO REPRESENT YOU AND 
YOUR CLIENTS IN INVESTMENT AND STOCK MARKET LOSS CASES 
INCLUDING UNSUITABLE SECURITIES PURCHASES 
¢ OVER-CONCENTRATION CLAIMS « LOSSES IN HEDGE FUNDS 
e CMOs AND CDOs. 


CALL FOR A FREE CONSULTATION 
Craig D. Stein, Esquire 
Stein, Rosenberg & Stein, P.A. 
1499 West Palmetto Park Rd., Suite 300, Boca Raton, Florida 33486 
561.236.4796 
Email: cdstein@srwlaw.com * www.SRWLAW.com 


Education Marketing 


ra eae 


CPAREVIEW 


Bisk CPA Review has Reiped 
over 140,000 candidates pass since 1971. 
You could be next! 


, 1M Nelle 


AS we just concluded our first full 
year, | am pleased to let you know 
that we achieved our goal of 
generating $200,000 in revenue 
from high-quality clients.” 
Kent, CPA, Las Vegas, Jan. 2007 


Professor-led or self-study products for any learning style. 
Money-back guarantee (inquire for details). 
Visit www.CPAexam.comi/joac or call 800-571-4954 


Marketing 


How to Fire Bad Clients. For your free copy, call 
Mostad & Christensen at (800) 654-1654 or visit: 
www.mostad.com/marketing. 


Frank Salman, CPA + 760-952-2491 
Wen Moon nage inca 


Increase your revenues as an 
independent Controller 
Consultant. 

Companies in your area are struggling 
to remain profitable—and you're in a 

position to help. 

Sound lucrative? It is. 

Our exclusive lead-generating program 
will show you how. 

For more than twenty years, Professional 
Controllers, Inc. has helped hundreds 
of accountants nationwide grow their 
business as Independent Controller 
Consultants. And we can help you grow 
your business, too. 

For more oe I 1- ROAGS: 5858 


peso Co 


Seine. 


Over 20 Years Working For You 





eae eSe@tarerd. cee 


‘For assistance in 1 placing your ad in this section, please contact: | 


/ 
Le (800) 237- ‘9851 * joa@rja- ads. com 
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Offshore Outsourcing 


Outsource2India 


We provide Virtual Office, Quick Turnaround for Bookkeeping/Write- 
up work, Tax Returns to CPA firms and Small/Medium Businesses 


SandMartin Consultants Pvt Ltd 


Call Us: +1-315-359-4326 Email Us: info@sandmartin.com 
UT Aa rata 





Practices For Sale 





For Sale ~ Harmony Acres 
Unique property Columbia Valley, Canadian Rockies 






19 acres residential agricultural, recreational, 
paradise. Executive home, two suites, outbuildings. 
700 feet creekfront flowing into Columbia River 
and Wetlands. Near town and Radium and 
Fairmont Hot Springs with 14 golf courses 
plus skiing, hiking, hunting and watersports. 


* Sale of 100% $520,000 
® 50% $310,000 (undivided) 
© 10% $70,000 (shares) or multiples. 
All assuming mortgage of $530,000 at 2.5% 
Stan Loeppky C.A., Invermere B.C. 
604-910-0254 


DO NOT BUY 


An Accounting Or CPA 
Practice Until You Read 
This 
“5 Pitfalls to Avoid When Buying 
a CPA or Accounting Practice + 
What is a Firm Really Worth?” 
To request your Free Report go to: 
www.CoachPatton.com 
800-800-1776 


























6% Vice Presid 





AccountingBroker 


{ Acquisition Group™ 
Maximize Value When You Sell Your Firm 


“Will You Leave Money 
On The Table?” 


Call Now For FREE REPORT! 


800.419.1223 


accountingbroker.com 





PITTSBURGH CPA PRACTICE 
Green Tree/South 
Seeking to acquire/merge with CPA with 
clientele. Acquiring CPA interested in short- 


term succession. Present gross over $400,000 
with quality clientele. Tax, accounting with 
emphasis on business advisory work. 
Reply to: 
P.O. Box 16143 











Pittsburgh, PA 15242-0143 





Valuation Services 


Or a sound career. 


The AICPA’s 
CPA Career Center 


¢ Post your resumé online 
for leading employers 
to find 


e Search numerous 
accounting and finance 
jobs online 


e Receive email notification 
about jobs that match 
your qualifications 


e Track the progress of 
your applications 24/7 





JOURNAL OF 
ACCOUNTANCY 





To learn more about your advertising options in JofA’s Executive 
Opportunities section, contact Russell Johns Associates, LLC 
at 800.237.9851, 727.443.7667 or email joa @rja-ads.com. 
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www.cpa2biz.com/career 


~ Advertising Index 


(Publication of an advertisement in the 
Journal of Accountancy does not constitute 
an endorsement of the product or service 
by the Journal or AICPA.) 


Accountants World 

Accounting Practice Sales 

ADP Small Business Services 

AICPA c/o Aon Insurance Services ....26-27 


AICPA/CPA2Biz 92,'99, 96-97, 63 


69, 70-71, 79,37, 9192-93, 96, 103 


CCH, a Wolters Kluwer business ....7, 17 
Dell Computer Corp... 9 
Ferraro Law Firm 

Fujitsu Computer Products of America 
GAAP Seminars 


Kaplan Schweser CPA Review 


| Lockhart Industries 


Robert Half International 


The Ad Council 


Thomson-Reuters 


Vertex ING. <3 A7 





| g Convenient o one- and two- credit courses — 





Accelerate your 
professional 
development with 
CPExpress 





The AICPA’s popular online 
learning library gives you 
unlimited 24/7 access to over 
1,200 hours of high-quality 
CPE (900+courses) for one low 
subscription price. 





allow you to fit CPE into a busy schedule 


@ Quarterly Tax, A&A, SEC, Governmental and 


Not-For-Profit updates 


a Certificates of ene printed 


on demand ~ 


- & Easy-to-use course catalog organized by 


Hot Topics, New Releases & more 
“4 A great ongoing reference tool 


Subscribe now and get on the express /ane to 
meeting CPE requirements with ease! 


www.cpa2biz.com/cpexpress 
888.777.7077 


(star 











THE LAST WORD 


In these worrying economic times, I must admit | feel invig- 
orated. This is when finance can really have a huge impact. In 
good times, everybody does well. It's not so easy to stand out in 
the good times; it’s easier to stand out in the bad times. 


I’ve always had an entrepreneurial spirit as an accountant, 
so I’m always looking for ways to make our business better. I 
am a big believer in following the concepts in Jim Collins’ book 
Good to Great. One of those is finding out what you are great at, 
not what you want to be great at. 


My company is actually comprised of two distinct busi- 
nesses. We have our retail business, a place 
known for fine gifts where we have devel- 
oped our reputation over many years. It’s 
been a great business for us. The 
other business, which has grown 
dramatically in more recent years, 
is the management of employee 
recognition programs for large 
companies. About five years 
ago, we saw that these com- 
panies needed a global sup- 
plier. We were one of the first 
in our industry to open a fully 
functioning operation in 
Europe. I was given the task of 
developing the model for that 
business. 


As CFO | see my role as a map- 
maker. My team takes information 
from each department and develops a 
budget that brings together plans and initiatives 
developed from throughout the organization. As we 

move through the year, the organization uses this map to guide 
us and judge performance. My passion is in using financial 
information we create to help drive effective decisions in the 
business. 


’'ve been with the company 10 years. During that time our 
business has been on a fascinating journey of growth—400%. 
Moving the company from a regional to a national to a global 
business has been incredible because the business has had to 
change at different size plateaus. 


In addition to my passion for accounting, | have a passion for 
















Mark Ellis, CPA, ACA 
CFO, Michael C. Fina Co., 
New York 


promoting the idea that members in private industry should 
have a strong voice within the profession. This has led to my 
becoming the secretary of the New York State Society of 
Certified Public Accountants, a member of the AICPA task force 
on GAAP for private businesses, my appointment to the FASB 
Small Business Advisory Committee and then to the IASB 
[International Accounting Standards Board] working group on 
GAAP for private entities. It is rewarding to work alongside so 
many talented people. 


Balancing work and a personal life is hard. I play soccer each 
week and coach my kids’ soccer teams. I also run. I even 
ran the New York City Marathon in 2008 and 
raised $10,000 in support of the Leukemia 
& Lymphoma Society. Fortunately, I 
am blessed with a great wife and 
two wonderful children who are 
very tolerant that dad comes 
home late or is not always 
there. We all support each 
others endeavors and when 
we are together, we maxi- 
mize the fun. 


Many people say they didn’t 
know what they wanted to 
do until after they graduated 
from college. Me? I’m the 
opposite. I’ve wanted to be an 
accountant. When I was a small 
boy, my father, a vice president at 
a national retailer in the United 
Kingdom, used to take me to his work, 
where I met the president of his company. 
The president was an inspiring individual who was a 
chartered accountant. I became convinced that being an 
accountant gave you a great grounding in business, and I was 
not wrong. 


| haven’t asked my kids, who are 8 and 10, if they want to 
be accountants, but I know they are proud of me. My advice 
to them is, “Focus on what you want to do.” After I graduat- 
ed from university in the U.K., I traveled to New York and 
knew I wanted to work there. Later, I was given that oppor- 
tunity. I was able to do what I wanted to do. I want my chil- 
ren to do the same. 
—As told to Linda Segall 


a SSS 


104 Journal of Accountancy March 2009 


www.journalofaccountancy.com 


If you've got the guts to challenge 
the status quo, then you've 
got what it takes to be 






ACCOUNTANT 


Take Command. Feel Proud. Make Money.” 


www.MightyAccountant.com 
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VISIT www.LockhartAdvantage.com 
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Collection” and Special Offer details. 


Firm Name 
Attention 
Telephone ( 


